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Treatment of Appreciation of Fixed Assets 


IN THE ACCOUNTS AND BALANCE-SHEET 
AND FOR INCOME-TAX PURPOSES* 


By AtBert G. Moss 


At first thought this subject appeared simple enough to be 
briefly and clearly covered in a single paper. However, upon 
investigation it was found that the subject is rather broad, has a 
number of interesting angles and diligent study will lead one 
into the realm of economics as well as accounting. 

We are not here to discuss the propriety of recognizing the 
appreciation of fixed assets but only its treatment in the book 
account, the balance-sheet and for income-tax purposes. As a 
matter of fact the question of whether the appreciation of fixed 
assets should or should not be recognized is passée. This question 
has already been answered in the affirmative. It is now con- 
sidered proper to recognize the appreciation of fixed assets and, 
under certain conditions, it is absolutely necessary. 

The advent of the world war and the resulting appreciation 
of values (or the decline of the purchasing value of the dollar, 
if you prefer) to such heights as were not thought of ten years 
ago, coupled with the high income-tax laws, have brushed aside 
the old and much respected orthodox accounting rule that fixed 
assets should not be valued in excess of cost. It is interesting, 
however, to contrast the old rule with the new, as laid down by 
those whom we recognize as authorities. Seymour Walton, in 
the November, 1918, JouRNAL oF ACCOUNTANCY, stated the old 


rule in the following language: 


There is no point in accounting upon which there is more settled opinion 
than that an unrealized appreciation of fixed assets should not be taken 
into account. The fact that market increases in the cost of reproduction 
seem to indicate an increased value of an asset does not make the asset 


~ *A paper read before the Texas chapter of the American Institute of Accountants, 


June, 1923. 
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of any greater value to the manufacturing plant, because of the fact that 
it is a fixed asset, not a current one. The value of a manufacturing plant 
lies in its productive power, not in its market value. If the plant were 
to be sold, the profit might be realized, but as long as the plant is to be 
retained for productive purposes, the profit cannot be realized. In any 
event it could be realized only by a sale and not by a mere fluctuation. 
If the appreciation is taken into account, it means that the asset account 
will be increased and hence a larger amount of depreciation will neces- 
sarily be written off in order to reduce the asset to scrap value at the 
time when it will be discarded. 

In the long run, therefore, no advantage will be gained because of 
the fact that the credit passed to surplus at the time the appreciation 
is put on the books will be offset by the larger charges to manufacturing 
cost on account of depreciation, and the consequent reduction in the 
apparent profits from operations. Hence at the very best, the writing up 
of a fixed asset is merely an anticipation of operating profits, and at .the 
worst it is an anticipation of profits which may prove to be fictitious ones. 
There are many cases on record where property has risen in value on the 
market and been written up, only to decline again and have to be written 
down. If the credit to surplus of such increases in value is used as a 
basis of a dividend, there is no better established point in legal accounting 
than the rule that the directors would be liable for the payment of 
dividends out of surplus which really resulted in an impairment of the 
capital. 


But at the time the above article was written, Mr. Walton 
evidently realized that appreciation was a fact and must be dealt 
with in accounts, because in the concluding paragraph of this 
article he says: 


As a sop to the managers who insist upon placing the appreciated 
value on the books, some accountants allow the increase to be placed in 
the asset account but to be offset by a credit to a reserve for unrealized 
profit on appreciation of fixed assets. This reserve must be rigorously 
kept out of the surplus. The depreciation reserve can then be built up 
by the same additions that have heretofore been made, so that when the 
asset is discarded, the sum of the depreciation reserve and the reserve for 
unrealized profit on fluctuation of fixed assets will be sufficient to take 
care of the loss in capital incident to the discarding of the plant. 


Robert H. Montgomery, Auditing, Theory and Practice, 1921 
edition, page 173, states the new rule as follows: 

When appraisals are made in which appreciation is included, there is 
no objection to setting up appraised values in balance-sheets, provided the 
valuation is qualified by an explanation and provided the excess of the 
appraisal above book value is credited to special or capital surplus and is 
not merged in earned surplus. 


And again on page 323 Mr. Montgomery says: 


Capital assets should be carried at cost values and until some change 
occurs which justifies a revaluation. In a going business, the ownership 
or control of which does not change, revaluations may be made at any 
time provided the changes between original costs and revaluations are 
clearly shown. 


There are many reasons which prompt business men to set up 
appreciation of fixed assets, some of which are the following: 
1. As the basis for stock dividends. 
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2. For the consolidation of two or more corporations. 
3. As a matter of policy in the conservation of funds for 
replacements at the appreciated values. 


As to reason 1, it appears quite logical (at least to those who 
wish to do so) to make appreciation of fixed assets the basis of 
a stock dividend. For example: Assume the par value of the 
capital stock of corporation A to be $1,000,000; its plant has a 
sound value (that is, reproduction cost less depreciation) of 
$500,000 in excess of book value; its dividend rate is 15 per cent. 
per annum, based on the par value of its stock. Stockholder Y 
owns one-tenth of the outstanding stock and wishes to dispose 
of it at $150.00 a share, a value clearly indicated by the earning 
power of the corporation. But, because many investors are 
opposed to paying more than the par value for stock, he cannot 
find a ready buyer. The result is that upon application to the 
secretary of state and submission of proof of the present value 
of the plant, the corporation is authorized to increase its capital 
stock to $1,500,000, and thereupon stockholder Y offers his stock 
for sale at the par value, and it is easily disposed of, because its 
earning power is 10 per cent. per annum. This procedure is not 
recommended. 

As to reason 2, appreciation of fixed assets frequently results 
from the revaluation of the assets which are transferred upon 
consolidation. For example: Corporations B and C are manu- 
facturers. Corporation B’s plant was built in 1914 and corpo- 
ration C’s plant was built in 1920. In 1920, corporation D was 
organized for the purpose of acquiring the properties of cor- 
porations B and C. The stockholders of corporations B and C 
exchange their stock for new stock in corporation D. The sound 
value of corporation B’s plant in 1920 was twice the book value; 
consequently, in order to equalize the values of the contributions 
to the new corporation, the plant of corporation B is entered on 
the books of the new corporation at its sound value. and stock 
therefor is issued to the former stockholders of corporation B. 

As to reason 3, the setting up of appreciation of fixed assets 
and the consequent increase in the annual depreciation charge 
permit the accumulation, in part, of the necessary funds for 
replacements at the appreciated values. 

It seems to be apparent that the proper treatment in accounts 
of appreciation of fixed assets will be a matter to be dealt with 
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by accountants for some years to come. Regardless of our past 
convictions, we must acknowledge appreciation and find a promi- 
nent place in our procedure for’ its treatment. Like Bolshevism 
and other social and economic strangers, it is all wrong; but, it 
is here and cannot be ignored. Such being the case, the question 
to be answered by accountants is this: How shall it be treated in 
accounts? In a general way, the answer would appear to be the 
following: Proper accounting requires that accounts shall reveal 
the truth and they must continue so to function, even after they 
have embraced appreciation. Accordingly, appreciation must he 
properly labeled and should not be permitted to lose its identity. 

The specific application of this general principle to particular 
cases may best be brought out by the use of an example. In 
order that the length of this paper may be kept within reasonable 
limits, let us take, for example, a typical manufacturing plant, 
the raw materials for which are and always will be available, thus 
excluding the timber, oil and mining industries, which are subject 
to depletion. 

The plant of the X Y Z Company was erected in 1910, at a 
cost of $300,000.00, exclusive of land, which cost $25,000.00. The 
estimated life of the plant as a whole is twenty-five years. For 
the purpose of this example, depreciation is computed from 
January 1, 1911. With the exception of ordinary repairs and 
renewals, no replacements were made for the nine-year period 
ended December 31, 1919. At that time an appraisal was made 
of the plant showing the replacement value and accrued depre- 
ciation as of March 1, 1913, and December 31, 1919, respectively. 
To simplify the example, actual depreciation, as disclosed by the 
appraisal, is set down at the same rate per annum as the book 
rate, namely, four per cent. The valuations, both cost and appraisal, 
as of the several dates were stated as follows: 


As oF Marcu 1, 1913 


IE 0s i orate mice iba od aaa A 6a dis $300,000.00 
Less: depreciation (2 1/6 years @ 4%)......... 26,000.00 
Net book value of plant .................6.- $274,000.00 
SE ERE «8 bc dv oeried dees uwapide bab Cea 25,000.00 
Total book value of property ................ $299,000.00 
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Reproduction cost of plant ......5...ceccccccecees $360,000.00 
Less: depreciation (2 1/6 years @ 4%).......... 31,200.00 
Sots wales OE COMME ois oh Sis cic decisis dads $328,800.00 
Add: appraised value of land ................. 25,000.00 
Total appraised value of property ............ $353,800.00 
As oF DECEMBER 31, 1919 

Catt. 8 SE cccnicsorkiciaiiehetn emanate $300,000.00 
Less: depreciation (9 years @ 4%)............ 108,000.00 
Net book, walem of pinmt .< os: o.cicss0cidwassewe $192,000.00 
AGG: Cath OF BUG i. ctk 60k ctinks sentence 25,000.00 
Total book value of property .............44. $217,000.00 
Reproduction cost of plant ............. esse eeeee $900,000.00 
Less: depreciation (9 years @ 4%).........4.. 324,000.00 
Sound wei GE TE o6c0 cence ca scnve cece $576,000.00 
Add: appraised value of land ................. 75,000.00 
Total appraised value of property ............ $651,000.00 


For fear that the reproduction costs as above set forth’ may 
cause some surprise, it should be explained that the March 1, 
1913, increase of 20 per cent. is an arbitrary percentage; how- 
ever, the December 31, 1919, increase of 300 per cent. is in accord 
with a chart appearing in the American Appraisal News, issue of 
January, 1923, which indicates that a typical manufacturing 
property arose in value from 100 per cent. in 1914 to 280 per 
cent. in 1919. The increase of 20 per cent. from 1910 to 1914, 
plus the subsequent increase of 280 per cent., equals the increase 
of 300 per cent. used in the example. 

The company desires to adjust its books so as to give effect 
to the appraised values of its property as of March 1, 1913, and 
December 31, 1919, respectively, the former date being for 
income-tax purposes. The company also desires to claim a depre- 
ciation allowance for 1917 and subsequent years, based on the 
March 1, 1913, valuation. On the assumption that the bureau of 
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internal revenue has agreed to accept the March 1, 1913, valuation, 
the entries suggested are shown on page 164. 

Similar entries at the end of 1918 and 1919 would also be 
necessary. The effect of the entry to record depreciation for 
1917 is, of course, to decrease the taxable income in the sum of 
$2,400.00. The setting up of the March 1, 1913, value over cost 
does not affect invested capital for tax purposes. However, the 
transfer at the end of each year from “revaluation surplus” to 
“earned surplus” of the amount of the March 1, 1913, value 
charged to operations during the year is necessary in order to 
restore “earned surplus” to the figure at which it would have 
appeared had the March 1, 1913, increased value not been taken 
into the accounts at all. This procedure has the effect of per- 
mitting taxpayers to eat their cake and have it too. As regards 
federal taxes, authority for the foregoing procedure may be 
found in article 844 of regulations 45 and regulations 62. 

After giving effect to the foregoing entries and to the subse- 
quent entries for the years 1918 and 1919, the property accounts 
would show the following as of December 31, 1919: 


As oF JANUARY 1, 1917 
Desit Plant value as of March 1, 1913, 
OTE nos dae deh. cakeers $60,000.00 
CrepiT Reserve for depreciation of 
March 1, 1913, plant value in- 


NN is 6 Bes cdakavewedss $14,400.00 
Crepit Surplus arising from revaluation 
of plant as of March 1, 1913.. 45,600.00 


To record the excess of the 
March 1, 1913, plant value 
over cost and the accrued de- 
preciation thereon from Jan- 
uary 1, 1911, to December 


31, 1916 
As oF DECEMBER 31, 1917 
Desit Depreciation on cost of plant... $12,000.00 
Dexsit Depreciation on March 1, 1913, 
Se a 2,400.00 
Crepit Reserve for depreciation on 
| pore $12,000.00 
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CrepiT Reserve for depreciation on March 
1, 1918, GRCOORER 6 occ cciccess 2,400.00 
To record depreciation for the 
year 1917. 
Desit Surplus arising from revaluation 
of plant as of March 1, 1913 2,400.00 
Crepit Earned surplus ............... $ 2,400.00 
To record appreciation of plant, 
as of March 1, 1913, realized 
by depreciation charged to 
operations for 1917 
Cost. 66 GRR i.ctsd scat disididig@es $300,000.00 
Less: depreciation (9 years @ 4%). 108,000.00 


Net book value of plant ........ $192,000.00 
Plant value of 3/1/13, over cost ...... $ 60,000.00 


Less: depreciation (9 years @ 4%). 21,600.00 


Net 3/1/13 value over cost ( which, 
also, is the surplus arising from 


|) ee ery $ 38,400.00 
Total March 1, 1913, value of plant $230,400.00 
Cost of land (which, also, is the March 


BD, BRR, WHRRGD 6 occ cece cit des 25,000.00 


Total March 1, 1913, value of 
CURIE «00 cnsvssegneeesas $255,400.00 
It will be seen that the total net value of the property as 
carried on the books as of December 31, 1919, is $255,400.00, 
and that the total net appraised value of the property as of that 
date is $651,000.00. To record this latter valuation, the entries 
suggested are shown as follows: 


Desit Land value as of December 31, 
i ee 0 ere. $ 50,000.00 
Crepit Surplus arising from revalua- 
YY ge $ 50,000.00 
To record the excess of the 
December 31, 1919, value 
of land over cost. 
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Desit Plant value as of December 31, 
1919, over March 1, 19138, 
ee err eee ee 

Crepit Reserve for depreciation of 
December 31, 1919, plant 
value increase .........+-- 

Crepit Surplus arising from revalua- 
tion of plant as of December 
0 i Bh, 
To record the excess of the 

December 31, 1919, plant 
value over the March 1, 
1913, value and the ac- 
crued depreciation thereon 
from January 1, 1911, to 
December 31, 1919. 


$540,000.00 


$194,400.00 


345,600.00 


After giving effect to the foregoing entries the property 
accounts would show the following as of December 31, 1919: 


Se NE iste eae ns acstipeceves 

Less: depreciation (9 years @ 4%) 

Net book value of plant ........ 

Plant value as of March 1, 1913, over 

Cy bbansseans 6c RER ES « 

Less: depreciation (9 years @ 4%) 

Net March 1, 1913, value over cost 

Plant value as of December 31, 1919, 
over March 1, 1913, value .. 

Less: depreciation (9 years @ 4%) 

Net December 31, 1919, value 
over March 1, 1913, value .. 

Total December 31, 1919, value of 

ME VdepaWcdcewdndcensaned 

ER errr ere Tree Sask ndh ath 

Land value as of December 31, 1919, 

ee ey eee 

Total December 31, 1919, value of 

REE Ce ey ee Pere 

Total December 31, 1919, value of 


PTOPETTY 2. cccccccccccsccess 


$300,000.00 
108,000.00 


$ 60,000.00 
21,600.00 


$540,000.00 


194,400.00 


$ 25,000.00 


50,000.00 


$192,000.00 


$ 38,400.00 


$345,600.00 


$576,000.00 


75,000.00 


$651,000.00 
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Having thus entered the appreciation of fixed assets on the 
books, the next step is to provide a scheme for the writing off of 
such appreciation during the remaining life of the plant. Much 
has been written on this subject during the past four years and 
the opinions of the writers on this subject differ. Both sides of 
the question, however, are well worth considering, and the fol- 
lowing digests of several articles on this subject are submitted: 

John Bauer, in the December, 1919, JournaL or AccouNT- 
ANCY, page 413, says that charges to operations for depreciation 
should be based on renewal costs. He further states that all 
recognized methods for handling depreciation charges result in 
charging to operating account the original cost of property 
retired, but that this policy, in view of the present level of prices, 
is wrong and will not maintain physical capital in the face of 
rising prices. He further says: 


The purpose of management certainly must be to maintain the physical 
plant, and to keep up production without drawing upon capital funds. If 
this be true, then, when the price level has risen, the charge to operations 
for renewals should not be the original cost of the property retired, but 
the cost of new property which, in function and capacity, is required to 
replace the old. 

To the extent that the present high prices are permanent, or that 
prices will not return to the former level, operating costs are everywhere 
understated by an amount equal to the difference in the amortization of 
original cost of property retired and the cost of actual renewal. Under- 
statement of operating costs means a corresponding understatement of 
profits and, except in case of very conservative management, excessive 
payment of dividends or withd-awal of earnings. The dividend payments 
then become private income and result in unjustified feeling of personal 
prosperity, and in excessive private expenditures for luxuries or services 
which are not justified by actual industrial conditions. 


Mr. Bauer thinks the present generation should pay for 
renewals at the increased cost, based upon the theory that the 
present generation is using high-value equipment regardless of 
the original cost of such equipment. 

J. Hugh Jackson, in the June, 1920, JourNAL oF AccoUNT- 
ANCY, page 452, in answer to the question “What is true cost?” 
says in part: 

The cost of doing work or of producing commodities includes the loss 
due to the physical and functional depreciation of iixed assets, and this 
wearing out and this obsolescence are incurred during the life of the 
equipment. Hence this expense is chargeable against the product turned 
out during the life of the assets, and not against any product turned out 
after their life-time. The original cost of the equipment, less any salvage 
value, is the depreciation expense chargeable to the total output of a plant 
during its economic life. The fact that the plant cannot be replaced at 


the same cost, but only at much more, has nothing to do with the cost of 
its product but only with the cost of future product turned out by the 
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subsequent plant. True cost, therefore, can be obtained only by including 
as total depreciation the loss based on the original cost of the equipment. 

At the same time, Mr. Jackson recognizes that this matter 
involves business policy as well as accounting, and that while 
correct accounting demands that depreciation be based on original 
cost, business policy is not so exacting, and he further says: 

_ On the other hand, the fact that true cost can only be obtained by 
using a depreciation charge based on the original cost of the plant does 
not mean that prices must be fixed on the cost figures so found. This 
would mean that the customer gets the use of low-cost plant in the days 
of high-cost plant. It is not a question of accounting, but of business 
policy, whether the manufacturer or the customer is to get this advan- 
tage. Most equipment now in use has been purchased when prices were 
lower than at the present time. True costs are considerably lower than 
they would be if the depreciation charge to operations were made on the 
basis of replacing the present physical plant, so, unless a somewhat greater 
percentage is added to the cost to obtain selling price, the customer will 
have the benefit of the fact that most equipment was purchased when 
prices were lower than now. Actual cost, however, is a fact, whatever 
policy is adopted; cost cannot change so far as the depreciation expense 
is concerned. 


Mr. Jackson believes that in the case of a public utility, the 
amount it is permitted to charge for services should be based on 
cost determined by the use of a depreciation charge based on 
actual cost of plant, and not on renewal cost. In the case of an 
industrial organization, the principle is the same, but, as the 
obtaining of additional capital is on a somewhat different basis 
from that of a public utility with its assured return, it would 
seem only just that the customer pay enough to compensate the 
manufacturer for the use of his equipment at whatever the 
market price may be and without considering at all what the 
manufacturer may have paid for that equipment. 


Ernest S. Rastall, in the February, 1920, JouRNAL oF 
ACCOUNTANCY, page 123, also thinks that depreciation based on 
renewal cost of plant would be incorrect accounting. In part, he 
says: 

To set up a replacement reserve or even an enlargement reserve by 
a debit to surplus and a credit to reserve would be permissible, but it 
would not be correct procedure to charge it to surplus via the operating 
route. 


When prices are seen to be rising, prudent stockholders will, of course, 
reserve from earnings enough for replacement needs, but this should not 
all be charged to operation. 


The fabricated production department of the Chamber of 
Commerce of the United States, in a pamphlet on Depreciation 
issued in October, 1921, maintains that “depreciation for cost 
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purposes is not concerned with resale or replacement values but 
aims to recover the cost of assets, less any salvage.” Also: 


The replacement theory substitutes for something certain and definite, 
the actual cost, a cost of reproduction which is highly speculative and 
conjectural and requiring frequent revision. It, moreover, seeks to estab- 
lish for one expense a basis of computation fundamentally different from 
that used for the other expenses of doing business. Insurance is charged 
on a basis of actual premiums paid, not on the basis of probable premiums 
three years hence; rent on the amount actually paid, not on the problema- 
tical rate of the next lease; salaries, light, heat, power, supplies are all 
charged at actual, not upon a future contingent, cost. 


W. A. Paton, in an article on Depreciation, Appreciation and 
Productive Capacity, appearing in the July, 1920, JouRNAL oF 
ACCOUNTANCY, discusses at length, the propriety of increasing 
the depreciation charge to provide for high-cost renewals, but it 
appears rather difficult to understand exactly where Mr. Paton 
stands on the subject. As to whether or not depreciation should 
be based on cost or replacement value, Mr. Paton says: 

The solution of the matter lies in the revision of orthodox accounting 
policies with regard not to depreciation methods but to closing valuations. 
The values which the accountant uses in closing the books and preparing 
statements ideally should be based upon economic conditions at the moment 
of closing. If plant and equipment assets were valued at the close of 
each period on the basis of costs of replacement—effective current costs— 
depreciation charges would be increased in a period of rising prices and 


the other concomitant effects would be registered in the accounts in a 
rational manner. 


To illustrate this procedure, Mr. Paton takes the case of a 
machine purchased January 1, 1915, for $5,000.00 The machine 
has a life of five years, and from 1915 to 1920 the replacement 
cost advances twenty per cent. each year. By revaluing the 
machine at the end of each year for depreciation purposes, the 
annual depreciation charge would range from $1,200.00 in 1915 
to $3,283.34 in 1919, the total of all charges. amounting to 
$10,000.00, which would be the replacement cost as of January 1, 
1920. 

Having advanced the foregoing theory, which appears to be 
original, Mr. Paton then proceeds to muddy the water when he 
says: 

Revised as has been outlined, so as to provide for concurrent adjust- 
ments of assets, expense and proprietorship, the writer believes that there 
is considerable merit in Mr. Bauer’s contention. There is still room for 
argument, however, that this whole matter is one of no real consequence. 
The two alternatives discussed above, it may be urged, lead to the same 
results for the entire period involved; for, if proprietary income be con- 
ceived broadly as the net credits to proprietorship outside of investments 
and withdrawals, then the $5,000 credit to capital as appreciation exactly 


offsets the additional $5,000 charges to expense; and the effect upon the 
statement of net earnings throughout the five years is consequently mil. 
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In other words, is it not foily to write assets up, crediting proprietor- 
ship for the amount of appreciation, since this will mean merely that a 
like increase must be charged to depreciation expense during the life of 
the property? If the entire net income in this broad sense of increased 
proprietorship were withdrawn from the business the final status of 
assets and capital would be the same if cost of replacement were charged 
to expense as if only original cost were so charged. 


By way of conclusion, Mr. Paton says in part: 


It is not intended here to argue that appreciation of fixed assets should 
be recognized in the accounts. From the standpoint of management 
(which is interested in effective current costs and not in costs five years 
ago) and from the standpoint of the various interests which would like 
to see the balance-sheet really exhibit what it purports to show, viz., a 
correct statement of the assets, liabilities and proprietorship of a business 
on a given date, there is much to be said in favor of such recognition. 

In view, on the other hand, of the conjectural character of asset 
values at best and the consequent importance of conservatism, the diffi- 
culties in the way of determining effective replacement costs in the case 
of complex assets, the constant fluctuation of such costs and the fact 
that having once made an investment the management is often thereby 
committed to a policy for a considerable period regardless of the move- 
ment of prices, probably most accountants would feel that original cost is 
the best basis upon which to value fixed assets. A management, for example, 
cannot scrap a $3,000,000 plant in order to take advantage of the appre- 
ciation of a $100,000 site. The site in such circumstances is virtually 
removed from the market for a period of several years at least. 

An elaborate argument can be made on either side of this proposition. 
It has been the purpose of this paper merely to point out the limitations 
inherent in accounting as a means of showing comparative economic well- 
being; to show that cost of replacement cannot be charged to expense 
except as the conventional method of valuation is abandoned and ante- 
cedent charges and credits are made to assets and proprietorship, respect- 
ively, so that all elements of the balance-sheet are made to reflect con- 
currently the changes in prices in so far as they affect the specific situation; 
and, finally, to indicate that such a revision of valuation policies could be 
adopted without the distortion of any accounting fact, and, in that it would 
tend to maintain the physical extent of the plant in any case, would have 
much to commend it from the standpoint of management. 


All the articles mentioned are extremely interesting and no 
doubt most accountants have read them. However, the digests 
made of the articles may not be all that their authors intended 
and for this reason readers are respectfully referred to the entire 
articles. 


Many of us will find ourselves in complete accord with the 
definition of true cost so admirably expressed by J. Hugh 
Jackson, namely: “True cost ... can be obtained only by 
including as total depreciation the loss based on the original 
cost of the equipment.” 

As to whether depreciation on original cost or replacement 
cost should be used in fixing prices, it is believed most 
emphatically that depreciation on replacement cost is the 


172 








Treatment of Appreciation of Fixed Assets 








proper basis. Depreciation ordinarily constitutes only a small 
proportion of the entire cost of manufactured products. For 
example, assume that material, direct labor and burden repre- 
sent ninety-five per cent. of the cost of a finished article and 
that depreciation, based on the original cost of plant, represents 
the remaining five per cent. For the sake of argument, assume 
that the first three mentioned elements of cost have doubled 
in price since the plant was built. Is it not splitting hairs, 
then, to say that the fourth element, which also has doubled 
in value, but the increased value has not been actually realized 
by conversion into money, should be included at only half its 
real value? In other words, why should the manufacturer, in 
fixing prices, ignore the increased value of the thing he 
produces due to the element of appreciation of fixed assets, 
simply because fixed assets do not circulate rapidly, when he 
is forced to recognize appreciation of the other elements of 
cost because they are beyond his control? Did you ever hear 
of a producer of petroleum, lumber or coal refusing to increase 
prices during an advancing market merely because the oil 
well, timber tract or coal mine was acquired during a low-cost 
period? Certainly not. But when the producer of any of the 
products mentioned advances prices on a rising market he 
includes unrealized appreciation as an element of cost for price 
fixing purposes, and no one questions his right to do so. It 
does seem rather far-fetched, then, to say to such producers 
that unrealized appreciation of your petroleum, timber or coal 
is a proper factor to be included in fixing prices, but unrealized 
appreciation of your plants should not be so included, because 
you should not burden the present generation with costs that 
should be borne by future generations, or words to that effect. 

As a matter of fact, in actual practice the appreciation of 
plant is being brought into actual production costs contin- 
uously. Manufacturing plants are rarely allowed to depreciate 
to the extent that they must be replaced in their entirety. 
Renewals, in part, are constantly being made. The machine 
which cost $5,000.00 fifteen years ago is replaced today with 
one costing $10,000.00. Thus, the unrealized appreciation of 
yesterday becomes the original cost of today. 

Furthermore, all of us cannot bring ourselves to believe 
that in fixing prices the employment of a depreciation charge 
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based on replacement cost would have no effect on the earnings 
of the manufacturer. It is only human to think that if the 
depreciation charge should be doubled, the selling price would 
be increased at least to the extent of the increased depreciation 
charge and perhaps a slight bit more, and thus an increased 
inflow of dollars into the treasury of the manufacturer would 
result. Moreover, if this increased inflow of dollars is treated 
in the accounts of the manufacturer in a manner that prevents 
distribution of the additional profits as dividends, so much the 
better. 


Reverting to the foregoing example which shows the 
property accounts of the X Y Z Company as of December 31, 
1919, after giving effect to the appraisal valuation, it is seen 
that (a) the original cost of the plant was $300,000.00; (b) the 
increase as of March 1, 1913, was $60,000.00 over cost; the 
increase as of December 31, 1919, was $540,000.00 over the 
March 1, 1913, value; and (d) the aggregate of the three men- 
tioned amounts is $900,000.00, which is the replacement value 
of the plant as of December 31, 1919. The annual depreciation 
charge, based on the assumed rate of four per cent. per annum, 
amounts to $36,000.00. To dispose of this amount for the year 
1920, the following entries are suggested : 


Desit Depreciation on cost of plant. $ 12,000.00 
Desir Depreciation on March 1, 1913, 
I ain Niet heel oleae ah aa 2,400.00 
Desit Surplus arising from revalua- 
tion of plant as of December 
ME. casekhexec nan 21,600.00 
CrepiT Reserve for depreciation on 
RE SE Biiios é:<:0'00.0< $ 12,000.00 
CrepiT Reserve for depreciation on 
March 1, 1913, increase ... 2,400.00 
Crepit Reserve for depreciation on 
December 31, 1919, increase 21,600.00 
To record depreciation for 
the year 1920. 
Desit Surplus arising from revalua- 
tion of plant as of March 1, 
Pert Peer ere errr $ 2,400.00 
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CrepiT Earned surplus ............. $ 2,400.00 
To record depreciation of 
plant as of March 1, 1913, 
realized by depreciation 
charged to operations for 
1920. 

In explanation of the apparently inconsistent disposition 
of the depreciation charge on the March 1, 1913, increase as 
compared with the disposition of the depreciation charge on 
the December 31, 1919, increase, it will be remembered that 
the depreciation charge on the March 1, 1913, increase is an 
allowable deduction for income-tax purposes, whereas the 
depreciation charge on the December 31, 1919, increase is not 
an allowable deduction. It is deemed advisable to charge the 
amount to operations to comply with section 212 of the revenue 
act of 1921, which provides, in substance, that the method of 
accounting employed by the taxpayer shall clearly reflect the 
income. If this amount were charged direct to the surplus 
account, as in the case of the December 31, 1919, item, it could 
be said that the method of accounting does not clearly reflect 
income for income-tax purposes. 

It might be argued that the foregoing is a violation of the 
rule cited, namely, that depreciation on appreciated value 
should not be charged to surplus via the operation route. It 
is a technical violation of the rule, but not an actual violation, 
because after first charging operations with the amount in the 
guise of depreciation, and thus reducing “earned” surplus by 
the amount of the charge, the procedure calls for the imme- 
diate transfer of a like amount from “appreciation” surplus to 
“earned” surplus. Consequently, the net effect on “earned” 
surplus is nil. 

It will be seen, also, that the suggested treatment of the 
depreciation on the December 31, 1919, increase does not affect 
the “earned” surplus, but merely results in the reduction of 
the “appreciation” surplus with a corresponding increase in 
the depreciation reserve for the appreciated value. This pro- 
cedure does not provide one dollar for replacements, but if 
the owners of the plant have taken the increased depreciation 
charge into account in fixing prices, and if the profits were 
thereby increased, good business policy demands that the 
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amount of the increase in profits be transferred to a reserve 
for replacements and not distributed as dividends. 

Attention is again directed to the property accounts of the 
X Y Z Company as of December 31, 1919. For balance-sheet 
purposes, let it be assumed that the capital of the company 
amounts to $325,000.00 (the original cost of the land and plant) 
and that, with the exception of-its property accounts, it has 
no assets except an amount of current assets equal to the 
reserve for depreciation on the original cost of the plant. The 
following statement, then, would appear properly to reflect the 
accounts: 


ASSETS 
ar re $108,000.00 
FIXED ASSETS: 

Sg GO Gere $ 25,000.00 
5 | Sarr $300,000.00 
Less: reserve for depre- 
a2 dtsceadeecee 108,000.00 192,000.00 


Total net cost of property.. $217,000.00 


Appraised value of land as 

of December 31, 1919, 

I iio. a wise ell $ 50,000.00 
Appraised value of plant as 

of December 31, 1919, 





i on ts wee eed $600,000.00 
Less: reserve for depre- 
SE. kts cvadioweedas 216,000.00 384,000.00 





Total net appraised value of 
property over cost (per 





kd oicumneescee ss $434,000.00 
Total book value of property ~ 651,000.00 
ES baaee cab a ce ®s $759,000.00 
LIABILITIES ee 
er $325,000.00 


Surplus arising from reval- 
uation of fixed assets (per 
ED 6 eet allel 490.60 434,000.00 


Total liabilities ........... $759,000.00 
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At the end of each year, the net appraised value of the 
property over cost and the surplus arising from revaluation of 
fixed assets would be reduced by the amount of the depre- 
ciation charge until such time as that part of the appreciation 
on the plant had been written off entirely. The appreciation 
of land and the surplus resulting from the writing up would 
remain constant from year to year, unless values declined or 
increased and the effect thereof was entered in the accounts. 

It is believed that no one should be deceived as to the real 
contents and meaning of the balance-sheet. However, the date 
of the appraisal should invariably be shown. The importance 
of this suggestion can best be illustrated by again referring 
to the chart appearing in the American Appraisal News. As 
previously stated, this chart indicates that a typical manufac- 
turing property rose in value from 100 per cent. in 1914 to 280 
per cent. in 1919. The chart further shows that the value of a 
typical manufacturing plant declined from 280 per cent. in 
1919 to 230 per cent. in 1920 and to 195 per cent. in 1921. On 
the basis of this chart, therefore, the reproduction cost of the 
X Y Z Company’s plant declined from $900,000.00 at the close 
of 1919 to $750,000.00 at the close of 1920 and to $645,000.00 
at the close of 1921. In such circumstances, the property 
accounts should be adjusted so as to give effect to the decline 
in value. Failing in this, the accountant should qualify the 
balance-sheet in such manner as will clearly bring out the 
decline in value. 

Many plant owners are having appraisals made for insur- 
ance purposes, and if such appraisals are kept up to date by 
necessary revision of values, the matter of adjustment of the 
book property accounts from year to year will be much 
simplified. 

The matter ofissuing stock dividends against surplus arising 
from appreciation of fixed assets is, as already stated, not 
recommended. However, it is being done, and some difficult 
accounting problems are possible as the result. In the case 
of the X Y Z Company, for example, suppose it decided to 
increase its capital to $650,000.00, using $325,000.00 of the 
$434,000.00 “appreciation” surplus as the basis for a stock 
dividend. It would then be necessary to distinguish between 
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paid in capital and capital created by revaluation of fixed assets. 
The credit side of the balance-sheet would then read as follows: 





Copied stocks paid Oh. 0... scessces $325,000.00 
Capital stockissued against appreciated 

value of fixed assets ............. 325,000.00 
Total capital stock outstanding ...... $650,000.00 
Surplus arising from revaluation of 

DO. ichenminsnbdkusesden $434,000.00 
Less: amount used as the basis for 

SE SD ibs Se edcncedenderen’ 325,000.00 109,000.00 
MEE SiGe hes ecrnwebeedenunsosese 759,000.00 


Assuming that the plant values do not require a revision, 
upward or downward, and that the only changes made therein 
are the annual depreciation entries, and recalling that the 
proposed scheme for handling depreciation of appreciated value 
would result in a decrease in “appreciation” surplus of 
$24,000.00 a year, the question arises as to what will become 
of the capital stock issued against the appreciated value of 
assets, after the aggregate annual charges for depreciation have 
wiped out the remaining balance of $109,000.00. The answer 
is not hard to find, for it would appear that the X Y Z Company 
must set aside sufficient earnings to take the place of the 
annual reductions of “appreciation” surplus. If this is done, 
the above classification of capital stock will, in time, need 
revision; the amount of paid-in capital will be increased and 
capital stock issued against appreciated value of fixed assets 
will be correspondingly reduced. 

The treatment of appreciation for income-tax purposes is 
the last and least important of the three divisions of the subject 
of this paper. Appreciation is a meaningless word in so far 
as the existing income-tax law is concerned, and before the 
bureau of internal revenue it has absolutely no standing until 
realized by a closed transaction. According to regulation 62, 
“appreciation in value of property is not even an accrual of 
income to a taxpayer prior to the realization of such appre- 
ciation through sale or conversion of the property.” Even in 
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the revaluation of property as of March 1, 1913, for depreciation 
purposes, the resulting appreciation is not recognized for any 
income-tax purpose until it is charged against operations and 
then it is said to be “realized.” Under the existing revenue 
act, appreciation cannot be given away for income-tax purposes. 
Only in the event of death is it possible to pass appreciation 
to others free of income tax, but even so, it is subject to the 
estate tax in the case of estates which, in value, exceed the 
legal exemption. 

In view, however, of the rather liberal provisions of the 
existing revenue act, relative to gain or loss from exchanges 
of property, it may appear, in certain cases, that owners of 
property which has appreciated in value are permitted to 
exchange such property for stock of a corporation and thus 
benefit from appreciation at the time the corporation begins 
to compute its depreciation deductions based upon the increased 
value of the property. However, the legal doctrine that a 
corporation is an entity, separate from its stockholders, asserts 
itself, and, therefore, the benefit in the eyes of the law is only 
apparent and not real. 

It is a well known fact that appreciation cannot be included 
as invested capital for tax purposes. All are familiar with the 
famous case of La Belle Iron Works vs. United States, in which 
the supreme court established the doctrine that invested 
capital cannot be based upon an appraisal showing the value 
of property as of any date subsequent to the date of acquisi- 
tion. The exception to this rule occurred under the revenue 
act of 1917, in which appreciation for invested-capital purposes 
was recognized to a limited extent. In the case of tangible 
property paid in for stock or shares prior to January 1, 1914, 
the value for invested-capital purposes was either (a) the 
actual cash value of such property on January 1, 1914, or (b) 
the par value of the stock or shares specifically issued therefor, 
whichever was lower. It is not recalled, however, that many 
taxpayers ever received any great amount of comfort from this 
provision of the law. 
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Rule Against Perpetuities Applied to Trusts 


By FREDERICK VIERLING 


Those familiar with the rules of law concerning the duration 
of trust estates have learned that private trusts may not be 
created for unlimited lengths of time. The rule of law controlling 
the duration of private trusts is the rule known as “the rule 
against perpetuities.” The law permits the establishment of 
private trusts for only reasonable lengths of time, so as not per- 
manently to withdraw from commerce the realty and personalty 
bequeathed in trust. The rule does not apply to charitable or 
benevolent trusts, as such trusts may continue indefinitely or, in 
contemplation of law, perpetually. 


RULE LIMITING DURATION OF TRUSTS 


Under the rule against perpetuities, private trusts may be 
created for the life of the last survivor of any number of desig- 
nated persons, in being at the commencement of the trust, and 
for periods of 21 years thereafter. If at the death of the survivor 
there be any unborn beneficiary in gestation, additional time is 
allowed for the birth of such posthumous beneficiary. The period 
of gestation varies, and usually does not extend beyond nine or ten 
months. If a trust be created by will, the time of commencement 
of the trust is the date of death of testator. If a trust be created 
by conveyance or transfer in trust, the time of commencement of 
the trust is the execution and delivery of the instrument. 


ORIGIN OF RULE 


The rule against perpetuities, as applied to an accumulating 
trust, was for the first time applied by the courts of England in 
1799, in the famous case known as the Thellusson case, reported 
in 4 Ves. Jr., 227. Up to that time, there was no case definitely 
deciding for how long a time a trusteeship might be made to 
continue. Thellusson died in 1797, leaving a will dated 1796. 
After making provisions for his wife and a number of others, he 
devised and bequeathed the residue of his estate in trust to 
accumulate for the lives of his three sons and such of their issue 
as should be living at the time of his death or born in due time 
afterwards. He directed, on the death of the survivor of said 
beneficiaries, that the estate should be divided in three parts and 
conveyed and transferred to the then beneficiaries absolutely and 
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free of trust. At the time of Thellusson’s death, he was survived 
by 15 descendants, namely, his three sons and their issue. It 
appeared that the estate would be tied up from alienation and 
enjoyment for three generations. 


DECISIONS DECLARING RULE 


Suit was brought to have the Thellusson trust declared void, 
on the ground that the period of time specified for the trust to 
continue was too remote. It was urged that most attempts to 
create perpetuities are made with a view to continuing the enjoy- 
ment of property for a long series of years in the families of the 
testators ; that Thellusson contrives how long it is possible to keep 
any of his descendants from the enjoyment of his property; that 
no one who had ever breathed the same air with Thellusson could 
inherit; that he excludes three generations from all chance of 
enjoyment; that Thellusson did not wish to continue the property 
in his family, but to preclude his family and all mankind from 
alienating and even enjoying his property during the longest 
possible period; that, by carrying out Thellusson’s plan, only a 
revenue equal to the civil list of England may, by no very remote 
possibility, be centered in one family, with absolute command 
over the capital. Prior to the hearing of the Thellusson case, the 
courts of England held that the period of limitation of an executory 
devise is “a life or lives in being and 21 years and a few months,” 
to allow the birth of posthumous children; that, under such rule, 
the vesting of an estate, given by way of an executory devise, is 
restrained only during the life of one person, the survivor; that 
restraint for such period does not tend to a perpetuity; that, if 
any devisee be a minor, the law itself would restrain alienation 
until the devisee became of age; that it was permissible, by way 
of executory devise, to include posthumous children as devisees. 
Having the precedent theretofore set with respect to an executory 
devise, in deciding the Thellusson case the court concluded it 
would follow such precedent and held that trusts may be created 
for any terms certain to end within periods not exceeding periods 
permitted for estates granted by way of executory devise. 


LIMITATIONS AT COMMON LAW 


Before the enactment in England in 1535 of the statute of uses 
and in 1540 of the statute of wills, no questions of remoteness 
connected with estates seem to have come before the English 
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courts. In 1576, in case of Manning vs. Andrews, 1 Leon, 256, 
the court indicated that if a devise be made to one for life, and 
then to his heir for life, and so from heir to heir in perpetuam 
for life, by use of special words, such devise would be good. The 
effect of indefinite restraint in the alienation of property became 
manifest, resulting in the passage of the statutes mentioned to 
give relief. 
EXECUTORY DEVISES 

The foundation case, in establishing the period of limitations 
permissible in the case of an executory devise, is the famous case 
known as the Duke of Norfolk case, decided in England in 1685 
and reported in 3 Ch. Cas. 1. In that case, the testator attempted 
to keep his property in his family and prevent alienation of the 
estate for a period of two hundred years. It was urged in court 
that a perpetuity is a thing odious in law and destructive of the 
commonwealth ; that it would put a stop to commerce and prevent 
the circulation of the riches of the kingdom, and should not be 
countenanced in equity; that if in equity one should come nearer 
to a perpetuity than the rules of common law would admit, all 
men, being desirous of continuing their estates in their families, 
would settle their estates by way of trusts. Upon consideration 
of the case, the court held that a future interest might be limited 
to commence on a contingency which must occur within lives 
in being, and thus was stated the basis of limiting estates by 
executory devises. 

The second important case, in the development of the rule 
in question, is the case decided in England in 1736, Stephens vs. 
Stephens, reported in 25 Reprint Eng. Cas. 751. In the Stephens 
case it was held: (1) an executory devise to a child living at 
testator’s death and on such child reaching majority was good; 
(2) if a devise be given to a posthumous child, there could be no 
alienation until he should attain the age of 21. It is now held, 
that the term of 21 years need have no reference to the minority 
of the devisee, nor indeed to any minority at all. 

The third important case is the case decided in England in 
1793, Taylor vs. Biddall, reported 2 Mod. Cas. 289. In that case 
the court held, as the power of alienation will not be restrained 
longer than the law restrains it, namely, during the infancy of 
the first taker, the restraint cannot reasonably be said to extend 
to a perpetuity. 
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The principles announced in the three cases mentioned became 
embodied in the rule against perpetuity, as applied to interests 
created by way of executory devise. These principles were 
adopted by the sages hearing the cases, who deemed that a 
reasonable restraint against alienation of property should be 
enforced, and, at the same time, had the wisdom to realize that 
perpetual restraint would be unwise and would become a shackle 
upon posterity. The principles have been repeatedly affirmed in 
the courts of England and in the courts of our various states. 
In a, number of our states the period has been cut down by 
statute and the rule as originally adopted does not now apply in 
such states. 

TWO MODERN CASES OF GENERAL INTEREST 

The case of Cadell vs. Palmer, decided in England in 1832, 
reported in 6 Reprint Eng. Cas. 956, is an interesting case bearing 
on the rule against perpetuities. The will provided that the trust 
should continue for one hundred and twenty years, if any of the 
persons named should so long survive, otherwise until the death 
of the last survivor, and then in trust for twenty additional years. 
Of the persons during whose lives the trust was to continue, 
there were twenty-eight persons living at the death of the testator, 
of whom seven only were to take interests under the devise. The 
trust was sustained. 

The case of Madison vs. Larman, decided in Illinois in 1897, 
reported in 170 IIl., 65, is an interesting American case. In that 
case, the trust was for the life of the survivor of seventeen 
persons living at the death of the testator. The trust was 
sustained. 

DUKE OF NORFOLK CASE 

In the Duke of Norfolk case, as above mentioned, the testator 
attempted to restrain the alienation of property for a period of 
two hundred years. The testator did not attempt to create an 
accumulating estate, as in the Thellusson case. The facts in the 
Duke of Norfolk case may be utilized to demonstrate the menace 
to posterity of permitting estates to accumulate for long periods 
of time or indefinitely. The Duke of Norfolk case was decided 
in 1685. Since that time 238 years have elapsed. Suppose the 
testator had directed the accumulation of the estate to 1923, and 
suppose his plan had been allowed to operate, the accumulation 
would have been enormous. The value of the estate is not given 
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in the above-mentioned report of the case, so figures of actual 
value cannot now be used. Assuming a growth at a yearly rate 
of increase equivalent to yearly interest of the decimal value of 
.045, compounded annually, in 238 years the sum of $1 would 
have accumulated to the amount of $35,454.96. On that basis, it 
would have required a fund of only about $28,205.56 to accumu- 
late to $1,000,000,000 in the 238 years. A reading of the report 
of the case gives one the impression that the estate was of con- 
siderable value, far in excess of $28,000. 
THE THELLUSSON CASE 

3enjamin Franklin died in 1790. Under codicil to his will he 
bequeathed £1,000 to trustees in Boston, to be used for benevo- 
lent purposes. He directed the accumulation of the fund for 
one hundred years, and the distribution at the end of that period 
of about 76 per cent. of the then fund, and directed that the 
remaining 24 per cent. be continued in trust for a second period 
of one hundred years, the amount at the end of the second one 
hundred years to be finally distributed. An examination of the 
record of the Franklin fund shows it has grown at a yearly rate 
of increase equal to yearly interest of the decimal value of 
.044626, compounded annually. 

Thellusson died seven years after Franklin. The records show 
that Thellusson left real estate in England of an annual value 
of £4,500, which it may reasonably be assumed had a capital 
value of £90,000. The records also show that Thellusson left a 
personal estate of the value of £600,000. The two amounts total 
£690,000, on a gold parity basis being the equivalent in dollars 
of the sum of $3,357,919. From the records of the Thellusson 
case, it appears that it was estimated that the trust would continue 
for not less than seventy years and might possibly continue for 
one hundred and twenty-five years, or practically until the present 
time. If the Thellusson trust had continued until the present 
time, or one hundred and twenty-six years, and if the fund, the 
equivalent of $3,357,919, had increased at a rate of growth equal 
to the rate of growth of the Franklin fund accumulated in Boston 
at practically the same time, to wit: at an interest rate equal to the 
decimal value of .044626, compounded annually for one hundred 
and twenty-six years, the fund would have increased to a total of 
about $822,493,238. At that rate of growth, it would require 
one hundred and eighty-four years for the principal of 
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$3,357,919 to grow to $10,348,158,000, or to more than recent 
estimates of the total amount of all gold and silver money in the 
world. 

Under the rule against perpetuities, as approved in the 
Thellusson case the Thellusson estate might have been continued 
in trust, after the death of the last survivor of the fifteen persons 
mentioned, for the period of gestation of posthumous children, if 
any, and 21 years. The full period of accumulation allowed under 
the rule is indeed liberal. 











Trustees in British Insolvencies 
By W. J. GREENWoop 


The bankruptcy laws and the regulations respecting voluntary 
arrangements between insolvent debtors and their creditors have 
the same aim in view,:under both American and British law, 
namely, to prevent any one creditor or group of creditors from 
forcing the insolvent debtor to pay him or them in full, and so 
leave insufficient funds to pay the other creditors their proper 
proportions. 

The usual method of compelling payment is for the creditor 
to obtain judgment for his claim and to issue execution on the 
debtor’s property. The only way in which the other creditors 
can then prevent the judgment creditor from selling the property 
is to present a bankruptcy petition against the debtor (if the 
property has already been seized by the sheriff) or to have the 
debtor transfer all his property to a trustee for the creditors, so 
as to prevent the sheriff’s taking possession of it. 

In England (and in these notes I am dealing with British 
practice only), creditors prefer to deal with insolvencies by private 
arrangements with debtors, rather than through bankruptcy pro- 
cedure. The difference is that, in the first case, the business may 
be saved by the creditors’ submitting to a small loss and the 
concern may be ultimately nursed back to success, whereas, in 
bankruptcy, the business is usually discontinued and the creditors 
lose the customer’s trade and also lose heavily through a forced 
sale of the debtor’s assets at inadequate prices. 

In about 85 per cent. of British insolvencies the creditors keep 
the estates out of the bankruptcy court and appoint public 
accountants to take charge of the property of insolvents and to 
act as trustees for the creditors. The accountant prepares a state- 
ment of assets and liabilities for the first meeting of creditors, 
which decides whether the business is worth saving and considers 
any offer of a composition which the debtor may make, or the 
meeting may be adjourned to allow the debtor to make an offer. 
If the debtor makes no offer, the trustee may be instructed to 
realize the assets, pay the preferred creditors and distribute the 
balance, after payment of expenses, by equal dividends to the 


unsecured creditors. 
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In some cases the debtor is able to offer a small payment in 
cash immediately, and further amounts by instalments, on condi- 
tion of a reduction of his debts by an agreed percentage. The 
dividends, which may range from 25 to 75 per cent., are usually 
guaranteed, either by the guarantor’s signing the deed of compo- 
sition or by his endorsing notes given by the debtor for the 
periodical instalments as agreed. The debtor’s property remains 
vested in the trustee until the final instalments are paid. The 
debtor is allowed to carry on business, as usual, without inter- 
ference, so long as the instalments are paid at the proper dates. 
This procedure is much quicker, less costly, and it yields better 
results than bankruptcy. 

The sending out of notices of a creditors’ meeting, to consider 
the affairs of a debtor, is an act of bankruptcy which entitles any 
single creditor for $250, or several creditors with combined claims 
to the same total amount, to present a petition in bankruptcy. 
Any creditors, who attend the meeting and actively dissent from 
a proposed composition which is accepted by the other creditors 
at the meeting, may commence bankruptcy proceedings at any 
time, but creditors who assent cannot afterwards change their 
minds and present a petition, unless their consent has been obtained 
by fraud or misrepresentations. After the meeting of creditors 
at which a composition has been accepted, the trustee sends to 
all absent creditors a notice of the terms of the composition and 
encloses with his letter a short form of assent, for signature. 
Creditors who do not reply are assumed to have assented to the 
arrangement. 

The British law provides that, where a composition has been 
accepted, all the unsecured creditors must be paid an equal per- 
centage of their debts. The payment of more to any one creditor 
makes the deed of composition void, and the whole of the debts 
are then revived in full. This difficulty is avoided when larger 
creditors buy up the claims of the small creditors and of any 
obstinate creditors whom it may be thought desirable to pay in 
full, in order to prevent them from presenting a petition in bank- 
ruptcy. Or the trustee may be instructed to pay, at once, the 
full dividend on those claims, while the other creditors voluntarily 
contribute a sum sufficient to make up the total payments required. 

Another difficulty in compositions is that, during the three 
months following the execution of the deed of arrangement, it 
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may be rendered void by a bankruptcy petition presented by some 
dissentient creditor. For this reason, the trustee withholds all 
dividends during the first three months. After that time the 
transfer of the debtor’s property to the trustee is safe from attack, 
except in case of fraud. 

British creditors prefer to appoint accountants as trustees 
because, in their opinion, an accountant’s training and experience 
give him a better knowledge of business conditions and make 
him more capable of supervising or managing the business of an 
insolvent concern. He is also considered to be better fitted to 
discover the reasons for the insolvency, and more capable of 
applying remedies to bring the business into successful operation 
again. Generally the accountant has had considerable experience 
of auditing the accounts of concerns in the same trade as the 
insolvent debtor, and he is thus better able to act in concert with 
the creditors in avoiding loss. If there is reason to suspect that 
the debtor has been dishonest, has concealed funds or assets or 
has put forward bogus creditors’ claims, the accountant’s training 
in investigation work makes him especially competent to detect 
such practices. 

As regards the cost of employing public accountants as trustees, 
it is found that their charges are generally much less than bank- 
ruptcy fees and expenses, while the yield from insolvencies under 
their control is much greater. There are no fixed fees for trustees 
in private arrangements ; the remuneration of a trustee is usually 
arranged with the committee of inspection, if one has been 
appointed, or the trustee renders a bill for the work done with a 
reduced rate for small insolvencies. Disputes as to the amounts 
charged are rare, because, in order to obtain further work of this 
kind, the accountant must make his fees acceptable to the creditors 
who appointed him as trustee. It is to the interest of the accountant 
to serve the creditors well, by obtaining good dividends and by 
saving the business, if possible, for the sake of his clients’ future 
trade with the debtor. 

A comparison of the respective results obtained by lawyers 
and by public accountants as trustees in insolvencies is impossible, 
because creditors in England do not now appoint lawyers to such 
positions. The trustees elected are almost exclusively public 
accountants. An editorial article in the July, 1923, issue of THE 
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JouRNAL oF ACCOUNTANCY gives details of the results obtained 
by accountants. 

Many of the cases which go into bankruptcy also are handled 
by accountants, through the creditors’ voting for their appoint- 
ment as trustees in preference to the appointment of the official 
receiver, who is a government officer but not always a lawyer. 

The following is a very brief summary of the British bank- 
ruptcy and liquidation laws and procedure. 

The British bankruptcy laws, with slight changes, have been 
incorporated in the laws of the different self-governing nations 
forming the British commonwealth, namely, Australia, Canada, 
Ireland, New Zealand and the Union of South Africa. They also 
apply to the British West Indies, India and the other countries 
under British protection. 

It may be pointed out that, in England, a petitioning creditor 
gives no bond, but he must have a claim which is undisputed, 
actually due and unpaid at the time of the petition. The fees 
payable on the filing of the petition are repaid to him by the 
trustee who is appointed, but the charges of any lawyer employed 
must be borne by the creditor. 


Tue British LAws RESPECTING BANKRUPTCIES 
AND PRIVATE ARRANGEMENTS 


Compositions; fixed dividends 

A trader who is insolvent may make a “private arrangement” 
with his creditors, by agreeing to pay a fixed proportion of his 
debts in full settlement, on condition that he be allowed to continue 
carrying on his business. This agreement, called a “deed of 
arrangement” or “deed of composition” is made between the 
creditors and the debtor, and a trustee is appointed to hold the 
property of the debtor and to receive and distribute the instal- 
ments due to the creditors. The amount of this proportionate 
payment is called the “composition.” Only those creditors who 
agree to the deed of arrangement are bound by it. Any dissentient 
creditors may present a petition for bankruptcy if their claims 
amount to $250.00 or over. So long as the debtor is honestly 
carrying out his agreement to pay the instalments of the agreed 
composition, neither trustee nor creditors interfere with his 
management of the business. 
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Deeds of Assignmeni 

Another kind of private arrangement is one whereby the 
debtor transfers all his assets to a trustee, under a deed of 
assignment, so that they may be realized, the creditors accepting 
their shares of the proceeds as full settlement of their claims. 
The duty of the trustee is to sell the assets to the best advantage, 
and to close the concern. Public accountants are usually appointed 
as trustees for private arrangements. 

Deeds of arrangement must be registered, so as to ensure 
publicity, and must be advertised in the London Gazette, which 
is the government newspaper containing all legal notices. 


Bankruptcy 

If no private arrangement is made or if the terms of an 
agreement for a composition are not kept by the debtor, the 
creditors may sue the debtor for the full amounts of their claims, 
and if the creditor’s claim is over $250.00 (either separately or 
jointly with another creditor’s claim) the creditor may petition 
the bankruptcy court to declare (adjudicate) the debtor bankrupt 
and to take possession of the debtor’s property so as to realize 
it in order to pay the proceeds to the creditors. 

The court in such cases makes a receiving order (after 
allowing seven days to the debtor for a reply to the petition in 
involuntary bankruptcies) and the whole of the debtor’s property 
is then taken over by an officer of the court, called the official 
receiver, who acts as trustee for the creditors. If the debtor 
makes a satisfactory arrangement to pay 37%4 cents or more in 
the dollar to his creditors, the receiving order will be canceled 
provided a three-quarter majority of the creditors (in numbers 
and amount) agrees. Otherwise, the debtor will be adjudicated 
bankrupt and the trustee will realize all the debtor’s property and 
use the proceeds for the payment of his liabilities, after first 
deducting the expenses, which are usually heavy. 

The debtor must furnish accounts to the trustee and must 
submit to a public examination in order to ascertain the reason 
for his failure. The debtor is questioned by the official receiver 
and the creditors. If his replies are unsatisfactory the examina- 
tion may be adjourned for further inquiries to be made or to 
search for any property which the bankrupt is suspected to have 
concealed. After the closing of this public examination, the 
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debtor may apply for his discharge. If the debtor’s property 
does not yield dividends to creditors of at least 374 cents in 
the dollar of hi§ unsecured debts, after the payment of expenses, 
or if he has not kept proper books of account, or if he has traded 
imprudently, the court may suspend his discharge for two years 
or more. A dishonest trader may be permanently refused his 
discharge. The effect is that he is liable to imprisonment if he 
obtains credit for $100.00 or over, during such suspension, without 
previously stating to the creditor that he is an undischarged 
bankrupt. Further, any property he may acquire during such 
time, even by his earnings, may be taken from him by the trustee 
for his creditors. The bankrupt must submit to a public exam- 
ination, whether a scheme of arrangement in bankruptcy is 
accepted or not, because if the facts disclosed at the examination 
show dishonesty or fraud the debtor will not be allowed to make 
an arrangement with his creditors so as to escape the disabilities 
of bankruptcy. 

Out of the proceeds of the property realized by the official 
receiver, the preferred creditors are paid first—these are the 
claims for local and imperial taxes, rent, wages and salaries. The 
balance is distributed equally among the unsecured creditors, after 
payment of the costs and fees. Secured creditors may realize 
their securities, or may value them and deduct their fair value 
from their debts, claiming for any balance along with the unse- 
cured creditors. 

The accounts prepared in insolvencies are as follows :— 

(1) A statement of affairs, drawn like a balance-sheet but 
with the assets valued at selling price for immediate forced sale. 
The liabilities are classified according to the priority of payment, 
the estimated values of the assets in the hands of secured creditors 
being deducted from their claims. All assets which are not 
salable are omitted from the statement of affairs. 

If the trader is adjudicated bankrupt a further statement is 
prepared, called (2) a deficiency account, showing how the loss 
of capital and the losses to the amount of the deficiency have 
occurred. 

The following are treated as deferred creditors :— 

(a) a wife who lends money to her husband for use in his 
business, and (b) a person who lends money to a trader or to a 
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partnership, in consideration of receiving a rate of interest varying 
with the profit. 

All creditors must send to the trustee sworn tlaims for their 
accounts. No creditor will be paid unless he proves his claim. 


If a debtor files his own petition in bankruptcy, or consents 
to adjudication at the time the petition is filed by creditors, a 
receiving order is made at once. Whether the debtor or the 
creditors present the petition, the effect is that all actions pending 
against him for debt are stopped, and he cannot be imprisoned 
for non-payment of judgment debts. The discharge of a bank- 
rupt relieves him from all claims which could have becn proved 
in the bankruptcy, whether proved or not, with the same 
exceptions as those under United States law. 


The preferred debts payable in bankruptcy are as follows :— 


(1) Local taxes, due at the date of the receiving order, but 
for not more than twelve months altogether. (2) All other taxes, 
such as income tax, land tax, etc., due for the taxation year 
ending April 5th preceding. (3) Wages and salaries of clerks, 
limited to not more than $250.00 per man, or four months’ wages, 
due before the date of the receiving order. (4) Wages of laborers 
and workmen, limited to $125.00 per man, or not more than two 
months’ wages and due previous to the bankruptcy. (5) The 
landlord is not, strictly speaking, a preferred creditor, but as he 
is entitled to distrain for arrears of not more than six months’ 
rent after the receiving order has been made, his preference is 
very real. Before the bankruptcy he may distrain for rent for 
any length of time. 

A committee of inspection may be appointed by the creditors, 
from amongst themselves, for supervising the realization of the 
bankrupt’s property and the general management of the bank- 
ruptcy by the official receiver. Such a committee may also be 
appointed in a private arrangement to confer with the trustee. 

In a bankruptcy with a non-official trustee appointed, the 
committee of inspection audits the trustee’s trading account every 
month and his cash account at least every 3 months. The trustee 
must keep detailed accounts of his receipts and payments in an 
estate cashbook, and a record (in a record book) of all dealings 
with the bankrupt’s property, the settlement of claims made by 
creditors and all other important matters. The trustee’s accounts 
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must be sent to the board of trade every six months, for audit. 
After such audit the board of trade sends a copy of the account 
to the local court which issued the receiving order. All moneys 
received by the trustees must be paid into the bank of England, 
to the credit of the board of trade, bankruptcy department. All 
payments are made by cheques, issued by the board of trade to 
the trustee on his request and made payable to the creditors. 
On conclusion of realization of the assets, the trustee sends out, 
to all creditors who have proved and to the debtor, a copy of his 
realization account, showing his total receipts and payments. At 
the same time he gives notice of his intention to apply to the 
board of trade for his release and for the final audit of his 
accounts. The granting of the release discharges him from liability 
to the creditors and other persons. 


If the official receiver is the trustee he accounts directly to 
the court, but renders a final account to the creditors. 


WINDING-UP (LIQUIDATION) OF CORPORATIONS 


A company may be wound up or dissolved in any of the 
three ways which follow:—(a) compulsorily, by the court; (b) 
voluntarily by resolution of the stockholders; and (c) voluntarily, 
but subject to supervision by the court. 


(a) Compulsory Liquidation 

This takes place (1) when the members (stockholders) have 
passed a special resolution requiring a winding up by the chancery 
division of the high court or other court; (2) when default is 
made in filing the annual statutory report or in holding the annual 
statutory meeting; (3) when the company does not commence 
business within a year from incorporation or ceases business for 
a full year; (4) when the stockholders are less than seven in 
number, in case of a public company; (5) when the court thinks 
it just and equitable that, for any other reasons, the company 
should be wound up. 

The person appointed by the court to realize the assets of the 
company and pay its debts is called the official receiver and 
liquidator, when he is an officer of the court, or the liquidator if 
he is not an officer—for example, if he is a public accountant. 

The usual reasons for winding-up are that the company is 
unable to pay its creditors or unable to earn profits. Immedi- 
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ately the winding-up commences the stockholders are liable for 
the payment of any amounts still unpaid on their shares. Unless 
an arrangement for a composition is made with the creditors, all 
the assets of the company are realized and the proceeds, together 
with any balances received on the shares, are divided pro rata 
amongst the creditors. Any surplus remaining, after paying all 
creditors’ claims in full and the expenses of liquidation, would 
be divided among the stockholders in proportion to the number 
of shares they each held. Preferred stockholders usually have 
the right to be repaid their capital in full, from such surplus, 
before the common stockholders. Holders of mortgage bonds 
(mortgage debentures), must be repaid, with interest to date, 
before the trade creditors or stockholders. 


(b) Voluntary Liquidation 

The stockholders of a corporation may, by resolution, authorize 
a voluntary winding-up, and may also appoint a voluntary 
liquidator who has almost all the powers of an official receiver 
and liquidator. He may make an arrangement with the creditors 
for payment by the corporation of a composition in settlement 
of its debts, and with this object he may, by consent of the stock- 
holders, carry on the business so as to save the capital of the 
company. 

(c) Liquidation under Supervision 

The court may order a voluntary winding-up to be continued 
under its supervision, the advantage of which is that the assist- 
ance of the court can be obtained, if required, to enforce the 
authority of the voluntary liquidator, in regard to the realization 
of the property of the corporation and the equitable distribution 
of the proceeds. 

The compulsory winding-up of corporations is under the 
control of the board of trade, which is a government department, 
and the procedure for both compulsory liquidation and liquidation 
under supervision is somewhat similar to that of bankruptcy, 
while voluntary liquidations are under the management of the 
stockholders and the creditors, whose instructions the liquidator 
follows, the creditors’ instructions having preference. 

Owing to the large amount of work in insolvencies, bank- 
ruptcies and liquidations of corporations, which is done by public 
accountants in England, an accurate knowledge of the law and 
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practice in regard to these subjects is required of all candidates 
in the examinations of the Institute of Chartered Accountants 
and the Society of Incorporated Accountants and Auditors. 

The growing tendency of American business men to favor the 
appointment of public accountants as trustees in insolvencies and 
bankruptcies is a sign of the revolt of creditors against the abuses 
so prevalent at present. The appointment, as trustees, of public 
accountants who are members of an association requiring both 
professional experience, skill and probity for election to member- 
ship should be greatly to the advantage of traders. A change 
in practice seems likely to lead to a cleaner and more economical 
management of insolvencies. 
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EDITORIAL 
President Although this magazine will not be pub- 
Harding lished until some time after the death of 


President Harding, the loss which the 
country has sustained will be still fresh in mind, and it is fitting 
that we should here record the deep regret which all the accounting 
profession feels in the passing of one who in his executive capa- 
city appreciated the value of the accounting profession. So much 
has been said, and rightly said, as to the lovable and admirable 
qualities of Warren Gamaliel Harding, the man, that we are apt 
to lose sight of President Harding, the executive. Practical men 
of business and of the professions who came in contact with him 
found him prompt to recognize the advantages which must follow 
from development of business and professional standards. In 
the case of accountancy he displayed his recognition by an imme- 
diate approval of the bill creating a board of accountancy for the 
District of Columbia. In his entire treatment of the subject of a 
national budget he was animated by that kind of business common- 
sense for which accountancy stands. The accounting profession 
with all other sorts and conditions of men mourns the loss of a 
president not only well beloved but truly respected. 


Since publication of editorial notes in 

Accountants As the August issue of THE JOURNAL OF 

Receivers AccoUNTANCY recommending that efforts 

be made to encourage the appointment 

of accountants as receivers, there has been a considerable amount 

of comment, and many accountants have warmly endorsed the 

suggestion that the Institute should bestir itself to bring about 

reform whereby properly qualified men shall be appointed to 

administer the affairs of trusteeships and insolvent estates. In 

the course of a letter, William Whitfield, of Portland, Oregon, a 
member of the Institute, makes the following comment: 


At a recent meeting of the public accountants of Oregon, Wash- 
ington and British Columbia in Portland, Oregon, this matter was 
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informally discussed, the British Columbia accountants explaining that 
the chartered accountants did practically all of the receivership work 
in that section. It has appeared to the writer for some time that there 
is also an opportunity for the public accountants of this country to 
qualify and definitely line up as professional business arbitrators. You 
will remember that the accountants of Great Britain are examined in 
the law and practice of arbitrations. There seems to be a serious 
movement on the part of business men in this country looking towards 
the elimination of expense and delay of court procedure. The local 
chamber of commerce within the past few weeks has appointed an 
arbitration committee. The local manufacturers’ association lately had 
the matter under consideration and the national monthly magazine of 
manufacturers recently included a form of standard arbitration law, 
urging the passage of such law by the various states. I understand 
that there has now been formed in the east an arbitration society of 
some kind, and that in the courts of New York with their present 
facilities it would take three years to dispose of all the legal cases 
pending. Arbitrations are of service to the public, are remunerative 
to the arbitrators, and it should tend to strengthen the prestige of public 
accountants if they can secure recognition as arbitrators. If the 
American Institute has not yet considered the advisability of including 
arbitration as a necessary part of a public accountant’s qualifications, 
perhaps a movement to that end would be advantageous. 


Recognizing the great importance of the 

The Matter to be subject, the committee on meetings of the 
Discussed American Institute of Accountants has 
arranged that there shall be a general 

discussion of the desirability of appointing accountants to 
receiverships. All who attend the meeting to be held in Wash- 
ington this month will no doubt follow with interest and many 
will participate in the discussion. So general has become the 
recognition of the unsatisfactory conditions now prevailing that 
it is most timely for the Institute to consider the steps which 
may properly be taken to bring about reform. The New York 
Tribune in a series of articles has been presenting a record of 
some of the abuses which have existed under the plan of appointing 
receivers by virtue of political influence. The field of law is so 
wide and its practitioners, generally speaking, so honorable, that 
it would be a grave mistake for the accountant even to attempt 
interference with something not properly his affair. Receivers, 
however, are not supposed primarily to be proficient in law, but 
rather in administration. As between lawyers and engineers we 
believe that the appointment of receivers should go to the latter, 
but as between accountants and all other classes of men we believe 
that justice to the creditors and the general business public as 
well as to the bankrupt demands the appointment of accountants. 
At any rate, here is an interesting situation in which the Institute 
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speaking for the profession may let its voice be heard in no 
uncertain tone. The public is in a listening mood. 


The vexed question of practice as a certi- 

C. P. A. Practice fied public accountant is not dead, 

although some of us wish it were. We 

have repeatedly expressed the fond hope that a decision would 

be given by the highest courts definitely and for all time describing 

the limits of C. P. A. practice. This seems to be a matter in which 

accountants must rely upon legal authority rather than upon their 

own wishes. Opinions to the effect that members of the profes- 

sion who are certified under state laws may practise as certified 

public accountants only in those states wherein their certificates 

originated have been published in these pages, and it is only fair 

to let the other side be heard. An accountant certified under the 

laws of Pennsylvania feels very strongly that he may describe 

himself as a certified public accountant wherever he will. He 

says: 

The state of Pennsylvania by the governor thereof has given me 

a certificate which states among other things (which I am too modest 

to recite) that “. . . he is hereby declared a certified public account- 

ant, C. P. A.” Under the general comity of states, therefore, I think 

the lawyers were wrong in saying that the C. P. A. from another state 

may not “assume” the title in New York. He can’t help it. As well 

might one say that a U. S. army officer may not assume the title of 

his rank while traveling in Europe because he may not legally command 

the military forces of the country in which he happens to be. What 

the appellate court has decided is that one may not practise as a 

certified public accountant in New York unless he holds a certificate 

from the regents. He may practise as a plain public accountant. Or 

he may tell his friends and the public that he is a C. P. A. as long as 

he doesn’t practise. Any other construction would mean that a C. P. A. 

of another state couldn’t live in New York at all. If that isn’t the case 

then it is time New York had the law amended to correspond with 

that covering the medical profession. In Pennsylvania (and I think 

New York), a foreign physician may not practise until he has passed 

the state board, but he is not thereby restrained from holding himself 
out to be a physician and using the title of “doctor.” 


Our correspondent is dealing with a technicality in the use of 
words. The question of whether one may assume a title or not 
is not at issue. What accountants want to know is whether or not 
they may assume a title for professional purposes, in other words, 
whether they may practise as certified public accountants or not. 
It is one of the inevitable complications of a union of states that 
there shall be variety of law and of law enforcement. Many 
states in the union in this particular matter of C. P. A. restrictions 
probably would not protest against the professional activities of 
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any properly accredited accountant of any other state. Other 
states are more sensitive. Some day, in the time of our far 
posterity, there may be a national registration act properly admin- 
istered, which will do away with all these trials and tribulations 
of state laws. In the meantime, the most we can hope for is a 
case appealed from court to court until it reaches the supreme 
court of the land and receives a final adjudication. 


Affairs in the Philippine Islands are gen- 

The Philippine erally unlike the affairs of continental 
Law United States. Consequently, it was to be 
expected that when a C. P. A. law was 

enacted there it would be unlike any other. And this has happened. 
During the recent session of the legislature, a bill was passed 
providing for a board of accountancy of which two members must 
have been in “reputable” practice for a period of three years. The 
act does not follow the general lines approved by the American 
Institute of Accountants, but like many other unsatisfactory laws 
it may be satisfactory in effect if its administration is well and 
wisely conducted. A distinctly original provision relating to 
examinations shows that the honor system has not penetrated to 
all our island possessions. Section 15 of the act reads as follows: 


Any person who shall by himself or in codperation with another 
defeat, deceive or obstruct any person in the matter of his right of 
examination by the board of accountancy, or who shall falsely rate, 
grade, estimate or report upon the examination or standing of any 
person examined by the board, or shall aid in so doing, or shall make 
any false representations relative thereto or concerning the person or 
persons examined or who shall use or furnish any special or secret 
information for the purpose of improving or injuring the prospects or 
chances of any person so examined or to be examined, or receiving a 
certificate, shall for each such offense be punished by a fine not 
exceeding one thousand pesos, or by imprisonment for a period not 
exceeding six months, or both. 

Any person who shall knowingly make any material false state- 
ment in his application for examination, or who shall connive at any 
false statement made in any certificate which may accompany his appli- 
cation, or who shall make any material false statement in any certificate 
to accompany the application for examination of any other person, or 
who shall personate any other person or permit or aid in any manner 
any other person to personate him in connection with any examination 
or application for examination, or who shall falsely make or forge 
any certificate or present any falsely made or forged certificate in 
connection with his application for examination, or who shall commit 
or attempt to commit any fraud, or violate in any manner the provi- 
sions of this act or any regulations promulgated under the provisions 
hereof, or aid in so doing, shall be subject to the same penalty as in 
the preceding paragraph provided. 


The act was approved by the governor March 17, 1923, and 


a board has been appointed. 
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“It’s all very fine talk about ethics,” says 
Ethics and Success one of our friends, “but how can one be 

ethical when it doesn’t pay?” And again, 
“Some of the largest and most successful accounting practices 
have been built up by a disregard of ethics.” Probably if these 
statements were submitted to a referendum of all the accountants 
and would-be acccuntants of the country there would be quite 
a number who would endorse the opinions which we have quoted. 
And yet the thing is not true. There have, of course, been some 
notorious exceptions, and a few apparently lucrative practices— 
or, perhaps we should say, businesses—have been constructed by 
persons not slavishly addicted to the observance of ethical 
methods and manners. But taken as a whole, there does not 
seem to be any doubt at all that the accountant who achieves 
success is, generally speaking, ethical. By success we mean the 
combination of mental satisfaction, public appreciation and 
pecuniary compensation—in order of precedence. Of course, 
everyone knows that it is a matter of difficulty to break into a 
profession. We have discussed this matter time and time again. 
3ut we must take issue with the man who says that in order to 
succeed one must be unethical; must actively solicit clients, espe- 
cially those of another accountant; must go about the streets 
blowing a tin horn; must embellish wide spaces of print paper 
with panegyric self-advertisement ; must by every means, honest, 
dishonest and partly honest, acquire a clientele at whatever cost 
to the business public or to his fellow practitioners; and must 
at all times serve self rather than profession. To put the matter 
in its simplest form and on its lowest level, professional ethics, 
if observed conscientiously, will produce satisfactory results. 


Some folk say that it is not difficult for 
Ethics Progressive the accountant who has reached the pin- 

nacle of his profession to advocate rigid 
adherence to ethical standards. He has nothing to lose and much 
to gain by endeavoring to restrict the activities of the accountant 
who has yet to arrive. They point out that some of the accounting 
firms most ethically conducted now were not so ethical twenty- 
five or even fifteen years ago. These things are quite true. It 
is easier to be ethical when one has a substantial bank balance 
than when one is sitting in an office waiting for clients to knock 
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at the door. And it is true that many firms have changed and 
developed with the growth of the profession. But; then, all the 
world advances and customs change. Someone will say that it 
is not fair to expect the young practitioner to follow religiously 
all the developments of a profession until he has fully established 
himself. There is another side to the question, however. The 
young accountant has a greater advantage than his elder brother. 
He has as a guide the experience of those who have gone before; he 
has some of the fruits of their labors; he finds a better perception 
on the part of the public as to what constitutes accountancy ; and 
therefore he may be expected to start at a point far in advance of the 
profession’s genesis. We have in mind at the moment the case of 
a young man opening an office in his native city in the middle west, 
having a small circle of friends, but none of them prominent in 
business,and resolving whatever the cost to adhere to that which was 
regarded as best in the profession. He did not advertise and he did 
not solicit. His clients came slowly ; but when they came they stayed. 
And today his practice is quite the largest and certainly the most 
lucrative in his section of the state. This is only one instance 
which could be multiplied many times to emphasize the argument 
that observance of what is ethical does pay. We are not consid- 
ering here the higher and more potent force of professional 
morality. It is simply with the question of pecuniary result that 
we are dealing. And then there will come along the man who 
says that, while the profession has advanced generally, every once 
in a while there is a manifestation of an atavistic tendency. We 
have advanced merely from woad to rouge. And this must be 
admitted. But rouge is only a temporary throw-back and it will 
pass, as has passed many another incident of mental aberration. 
The shortcomings of some accountants in point of ethics are like 
rouge. They simply serve to remind of the days when woad 
was in fashion. 


The time for presenting theses in the 

Prize Competition prize competition offered by the Ameri- 
can Institute of Accountants Foundation 

expires October 1st, and we take this our last opportunity to 
remind prospective competitors that the time limit will not be 
extended. Month by month advertisement of the prize compe- 
tition has appeared in THE JouRNAL oF ACCOUNTANCY, and the 
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matter has been reprinted in many American and foreign 
publications. Already theses are beginning to arrive, and it is 
expected that the number will be considerable.. As soon as the 
competition has closed, the reading and grading of theses will 
begin and the results will be announced at the earliest possible 
moment. 


Many members of the profession, espe- 
Sir Arthur Lowes cially those who have been active for 
Dickinson several years, will learn with regret that 
Sir Arthur Lowes Dickinson has retired 
from his firm in London and given up active participation in 
the practice of the profession. During the early years of profes- 
sional organization in this country Mr. Dickinson, as he was then 
known, was a leader in many of the movements which have since 
been productive of the establishment of accountancy on its present 
high plane and in its present wide recognition. Shortly before 
the war Mr. Dickinson returned to his native country and resumed 
his practice there. The services rendered to his government 
during the war brought him the honor of knighthood. Since the 
conclusion of peace he has been in the forefront of the British 
profession and an active participant in the work of the council 
of the Institute of Chartered Accountants of England and Wales. 
In addition to his practice as an accountant he devoted his attention 
to literature and he is known widely as the author of valuable 
accounting texts the chief of which is his Accounting Practice 
and Procedure. The many friends of Sir Arthur Dickinson will 
join with us in wishing him complete health and many years of 
happiness. 


A reader of THE JoURNAL oF ACCOUNT- 

The Unworthiness ancy has raised his voice in anger to 
of Accountants protest against a circular, issued by one 
describing himself as an industrial engin- 

eer, in which the author proves to his own satisfaction that there 
is nothing in accounting that cannot be done by an engineer better 
than by an accountant. For example, he says: “Accounting is 
surely a branch of engineering and is positively the very weakest 
link in our industrial chain.” And again: “There is nothing 
mysterious in cost systems, in bookkeeping machines, in accounting 
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machines; there is a lot of good in such under certain circum- 
stances, there is a lot of bunk being practised also with them.” 
And finally: ““What are you doing in your accounting department ? 
If you do not know I stand ready to find out for you.” We are 
charmed both by the self-effacement of the author and by his superi- 
ority to the laws of syntax. But why should anyone be distressed 
because a cobbler claims to be a paper-hanger? We have heard 
of accountants who laid equally vehement claim to abilities in 
spheres beyond pure accounting. Of course, the purpose back 
of such a circular as that before us is utterly contemptible, but 
the statements contained in it would almost certainly defeat its 
purpose. And this is another illustration of the futility of self- 
praise. It is only fair to add that the engineering profession 
would be the first to repudiate some of the things done in its 
name. 


Mail this past month has been replete 
Other with comment upon the shortcomings of 
Shortcomings public accountants. One of our readers, 
for example, suffers anguish because 
accountants are compelled to present evidence of actual experi- 
ence before admission to the Institute or before certification 
in many of the states. The belief of our correspondent seems 
to be that an accountant should be entitled to the sanction of 
the Institute or of the state board irrespective of experi- 
ence, and he goes on to assert that in no other profession is 
experience required. We should all hasten to employ as counsel 
the utterly inexperienced lawyer. In sickness we should clamor 
for the medico without practice. Such ideas as those expressed 
by our correspondent, who, by the way, is a certified public 
accountant, are cited merely to illustrate the wide differences of 
opinion which exist in regard to what constitutes or should 
constitute a professional accountant. Perhaps the complaint now 
under consideration is merely intended to be a bit of fault-finding 
within the family. At any rate, it is to be hoped that no accountant 
would seriously urge upon the public a disregard of the profes- 
sional history of professional men. 

















Income-tax Department 
EpitEep By STEPHEN G. Rusk 


The complexity of the income-tax laws that have been enacted from 
time to time, during the past ten years, becomes more and more apparent 
as one decision after another is handed down by those whose duty it is 
to interpret the varied provisions of these laws. This thought is impressed 
on everyone attempting to keep posted on the subject of income taxation. 
There is a fine illustration of this condition in treasury decision 3486, 
embodying a United States supreme court decision handed down in the case 
of Harry T. Graham v. Alfred I. duPont. The amount of tax 
involved as well as the principles brought into review in this case 
undoubtedly had the attention of legal talent of the highest order and yet 
it was necessary to resort to the highest tribunal before final decision could 
be reached. The lucid history of this case as well as the able opinion 
rendered by the court and delivered by Chief Justice Taft make the 
solution seem simple enough, but of course this apparent simplicity is an 
impression one might get of any problem after the solution had been 
revealed. The point is quite clear, however, that if there was sufficient 
doubt as to the principles involved in this case to render it necessary to 
carry the case to the United States supreme court, the chances that the laity 
will comprehend the ramifications of the several acts and interpret the 
language thereof are limited. 

If your client should ask you, Mr. Accountant, whether or not he should 
consent to an assessment of additional income tax after the expiration of 
the statute of limitations applying to the particular tax proposed to be 
assessed even though delay until that time had been agreed upon, would 
you recommend that he give his consent—would you, really, if the amount 
of tax was $1,576,015.06 and you had some doubt as to the validity of the 
tax itself? 

Read the decision and then ponder over what your probable reaction 
would have been before this decision was made. 


TREASURY RULINGS 


(T. D. 3486—June 1, 1923) 


Income tax—Action to restrain collection of taxes—Decision of 
Supreme Court. 
‘. -< «x She TO RestRAIN COLLECTION oF TAXES — SECTION 

3224, R. S. 

Section 3224, Revised Statutes, prohibits the maintenance of any suit 
to restrain the assessment or collection of a federal tax and a collector 
of internal revenue can not be restrained by injunction from collecting a 
tax assessed, although the bill of complaint alleges as grounds for 
equitable relief that the assessment was invalid and complainant had no 
adequate remedy at law. 

2. Same—RemeEpy at Law. 

The validity of an assessment for federal taxes can not be determined 
on injunction but the tax must first be paid and a suit at law brought to 
test the correctness of the assessment. 
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3. Cases DISTINGUISHED. 

Cases involving injunctions to restrain the collection of penalties 
distinguished. 

The following decision of the United States supreme court in the 
case of Harry T. Graham, former collector of internal revenue, v. Alfred 
I. du Pont is published for the information of internal revenue officers 
and others concerned. 


SUPREME Court OF THE Unirtep States. No. 846. Ocroper Term, 1922. 

Harry T.Graham, former collector of internal revenue, v. Alfred I. du Pont. 

Writ of certiorari to the Circuit Court of Appeals for the Third Circuit. 
[May 21, 1923] 

This is a proceeding by certiorari to review the action of the circuit 
court of appeals of the third circuit in affirming on appeal a temporary 
injunction granted by the district court of Delaware restraining the then 
collector of internal revenue for the district of Delaware from levying 
a distraint against the property of the complainant, Alfred I. du Pont, to 
collect the sum of $1,576,015.06 assessed against him by the commissioner 
of internal revenue. 

In a reorganization of a du Pont Powder Co. of New Jersey and the 
organization of a new du Pont Powder Co. of Delaware to take over many 
of the assets of the old company the complainant in the year 1915 received 
75,534 shares of the common stock of the Delaware Co. of the par value 
of $100 each. The transaction was the subject of consideration by this 
court in United States v. Phellis (257 U. S. 156), where it was determined 
that shares in the Delaware Co. received by stockholders of the New 
Jersey Co., as the complainant received his, at the rate of two in the 
Delaware Co. in exchange for one in the New Jersey Co., was a separa- 
tion of past accumulation of profits from the capital of the New Jersey 
Co. and a distribution to the stockholders, and thus constituted taxable 
income under the income-tax law of 1913. 

The complainant filed a return and an amended return in March, 1916, 
of his income for the year 1915, in which he did not include these shares. 
In November, 1917, the department began an investigation into the liability 
of the complainant to pay an income tax on his shares of stock in the 
Delaware Co. and finally ordered an assessment of $1,576,015.06. The 
complainant was notified of this assessment made December 31, 1919. He 
replied the next day that as his return for 1915 was filed before March 15, 
1916, and as the law required any assessment for additional amount to be 
made within three years, and that period had expired, the assessment and 
demand for payment were illegal. On February 2, 1920, a hearing was 
granted to counsel for complainant by the commissioner of internal revenue. 

On March 8, 1920, complainant filed a claim for the abatement of the 
assessment of $1,576,015.06 as void because made after the limitation of 
three years had expired and because the tax was on something that was 
not income under the law. 

Thereafter by agreement between the stockholders similarly situated, 
one stockholder, Phellis, paid the tax due under a similar assessment and 
brought suit in the court of claims to recover it. Counsel for the com- 
plainant herein took part in the argument of that case. The court of 
claims gave judgment against the United States, but on appeal the judg- 
ment was reversed. The opinion of the court was handed down November 
21, 1921. All claims for abatement had been held and not decided by the 
commissioner under an agreement with the counsel in the Phellis case. 
Thereafter the commissioner rejected complainant’s claim for abatement. 
The bill of complainant was filed January 30, 1922. The district court 
granted the temporary injunction. The circuit court of appeals on appeal 
affirmed the temporary injunction for the reasons stated in the opinion of 
the district court. 

Mr. Chief Justice Tarr delivered the opinion of the court. 
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Section 3224, Revised Statutes, provides that “No suit for the purpose 
of restraining the assessment or collection of any tax shall be maintained 
in any court.” In Cheatham v. United States (92 U. S. 85, 88), State 
Railroad Taxes (92 U. S. 575, 613), and in Snyder v. Marks (109 U. S. 
189, 193), it was said that the system prescribed by the United States in 
regard to both customs duties and internal revenue taxes, of stringent 
measures not judicial, to collect them, with appeals to specified tribunals 
and suits to recover back moneys illegally exacted, was a system of cor- 
rective justice intended to be complete, and enacted under the right 
belonging to the government to prescribe the conditions on which it would 
subject itself to the judgment of the courts in the collection of its revenues. 
In the exercise of that right, it declares by paragraph 3224 that its officers 
shall not be enjoined from collecting a tax claimed to have been unjustly 
assessed, when those officers, in the course of general jurisdiction over 
the subject matter in question, have made the assessment and claim that 
it is valid. This view has been approved in Shelton v. Plate (139 U. S. 
591), in Pittsburgh Ry. v. Board of Public Works (172 U. S. 32), in 
Pacific Whaling Co. v. United States (187 U. S. 447, 451, 452), in Dodge v. 
Osborn (240 U. S. 118, 121), and in Bailey, collector, v. George (259 
U. & a). 

The district court recognized the sweep of these decisions in respect 
of the contention of the complainant that the assessment of this tax and 
the threatened distraint to collect it were barred by limitations under the 
statute, and was of opinion that as a rule such attacks upon the validity 
of the tax could only be heard and considered after the tax had been paid 
in a suit to recover it back. In this view we fully concur. 

The district court, however, thought that an exception to the operation 
of section 3224 must arise when it appeared, as it held it did appear here, 
that no provision of law existed by which if the taxpayer when he filed 
his bill for an injunction had paid the tax assessed, he could bring a suit 
to recover it back because it would be barred by the statutory limitation 
of time in which such a suit could be brought. 


The court based its conclusion on section 252 of the revenue act of 
1918 (40 Stat. 1085, ch. 18), reenacted in the revenue act of 1921 (42 
Stat., Pt. 1, p. 268, ch. 186), which reads as follows: 


If upon examination of any return of income made pursuant to 

* * * the act of October 3, 1913 * * * it appears that an 

amount of income * * * tax has been paid in excess of that 

properly due, then, notwithstanding the provisions of Section 3228, 

R. S., the amount of the excess shall be credited against any income 

* * * taxes, or instalments thereof then due from the taxpayer 

under any other return, and any balance of such excess shall be imme- 

diately refunded to the taxpayer: provided, That no such credit or 
refund shall be allowed or made after five years from the date when 

the return was due unless before the expiration of such five years a 

claim therefor is filed by the taxpayer. 

The return was due March 15, 1916. The assessment was made 
December 31, 1919. The complainant might then have paid the tax and 
would have had two years in which to make his claim, and if rejected, to 
sue to recover it back if, as he now submits, section 252 limited his right 
to pay and sue to recover. Under such a construction and application of 
section 252, suit must have been brought on or before March 15, 1921. 
This is what Phellis did (United States v. Phellis, 257 U. S. 156), and 
there was no question raised as to his right to bring the suit in the court 
of claims to recover back the tax paid by him if it had proved to be 
illegally assessed and collected. Certainly complainant could not, by 
delaying his payment until his right to sue to recover it back expired, 
make a case so extraordinary and entirely exceptional as to render section 
3224, Revised Statutes, inapplicable. 
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If it be said that he was waiting for the commissioner to act on his 
claim for abatement of the assessment, it is enough to say that the com- 
missioner’s delay until after the decision of the Phellis case in November, 
1921, was due to agreement by the parties. Nor was he prevented from 
paying the assessment by his claim for abatement. 

The cases complainant’s counsel rely on do not apply. The cases of 
Lipke v. Lederer (259 U. S. 557) and Regal Drug Corporation v. Wardell, 
decided December 11, 1922, were not cases of enjoining taxes at all. They 
were illegal penalties in the nature of punishment for a criminal offense. 
Pollock v. Farmer's Loan & Trust Co. (157 U. S. 429) and Brushaber v. 
Union Pacific R. R. Co. (240 U. S. 1) were suits by stockholders against 
corporations to restrain the corporations from paying taxes alleged to be 
unconstitutional. Hill v. Wallace (259 U. S. 44) was in part a suit like 
the foregoing. It was a bill filed by members of the Chicago board of 
trade to prevent the governing board from applying to the secretary of 
agriculture to have the board of trade designated as a “contract market” 
under the future trading act on the ground that the act was unconstitutional 
and its operation would impair the value of the board to its members. 
Without such designation, no member could have sold grain for future 
delivery without paying a prohibitive tax, and if he sold without paying 
the tax, he was subjected to heavy criminal penalties. To pay such a tax 
on each of the many thousands of transactions on the board, and to sue to 
recover them back would have been utterly impracticable. It would have 
blocked the entire future grain business of the country and would have 
seriously injured not only the members of the board but also the producing 
and consuming public. This phase of the situation was so clear that the 
government in effect consented to the temporary injunction. See Hill v. 
Wallace (257 U. S. 310, s. c. 615). Under these extraordinary and most 
exceptional circumstances, it was held that section 3224 was not applicable 
to prevent an injunction against collection of such a prohibitive tax imposed 
for the purpose of regulating the future grain business with all the unnec- 
essary and disastrous consequences its enforcement would entail if the act 
was unconstitutional. Hill v. Wallace should, in fact, be classed with 
Lipke v. Lederer, supra, as a penalty in the form of a tax. Certainly we 
have no such case here. 

This conclusion renders it unnecessary for us to consider whether 
section 252 of the revenue act of 1921, in connection with section 3226, 
Revised Statutes, as amended by the same revenue act of 1921, barred 
complainant’s right to pay the tax and sue to recover it back at the time 
of filing his bill, as held by the district court. It is certain that by the 
amendments to section 252 and section 3226, Revised Statutes by the act 
of March 4, 1923 (Public No. 527), the complainant is given the right 
now to pay the tax, and sue to recover it back, and in such a suit to raise 
the questions as to the value of the stock and the amount of the resulting 
tax and also as to the bar of time against the assessment which he 
attempted to raise in the bill. 

The decreé of the circuit court of appeals is reversed, and the case is 
remanded to the district court with directions to dissolve the temporary 
injunction and to dismiss the bill. 


(T. D. 3487—June 6, 1923) 
Estate tax—Reservation of powers. 

Article 21, Regulations No. 63, and article 25, Regulations No. 37, 

amended. 

Article 21 of regulations No. 63 and article 25 of regulations No. 37 
are hereby amended to read as follows: 

Reservation of powers—Where a transfer by trust or otherwise is 
subject to revocation by the donor, or the terms thereof may be altered 
or amended by him, or he reserves to himself the right to take or assume 
either full or partial control of the transferred property, or to direct or 
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control the management thereof, all facts and circumstances bearing upon 
the donor’s intent are to be considered, and if it appears that he intended 
the transfer to take effect in possession or enjoyment at or after his death, 
then the value of the transferred property should be included in the gross 
estate, unless it further appears that the transfer was a bona fide sale for 
a fair consideration in money or money’s worth. 


(T. D. 3488—June 9, 1923) 
Income tax—Additional exclusions, act of 1921. 


Amending subdivision (1) of article 89, regulations No. 62 (1922 edition) 
relative to the earnings derived by a nonresident alien or foreign cor- 
poration from the operation of a ship or ships documented under the 
laws of a foreign country. 


Regulations No. 62 (1922 edition) is amended by amplifying sub- 
division (1) of article 89 to read as follows: 


Art. 89. Additional exclusions from gross income under the revenue 
act of 1921-——The following additional exclusions from gross income not 
provided by the revenue act of 1918 are allowed by the revenue act of 1921: 

) So much of the income from sources within the United States 
of a nonresident alien individual or a foreign corporation as consists of 
earnings derived from the operation of a ship or ships documented under 
the laws of a foreign country which grants an equivalent exemption to 
citizens of the United States nonresident in such foreign country and to 
corporations organized in the United States. (a) The following is an 
incomplete list of the foreign countries which either impose no income tax 
or in imposing such tax, exempt from taxation so much of the income of 
a citizen of the United States nonresident in such foreign country and of 
a corporation organized in the United States as consists of earnings 
derived from the operation of a ship or ships documented under the laws 
of the United States: Argentine Republic, Bulgaria, Denmark, Egypt, 
Iceland, the Netherlands, Norway, Paraguay, St. Lucia, Siam, Sweden, 
Venezuela. (b) The following is an incomplete list of the foreign coun- 
tries which, in imposing an income tax upon the income of citizens of the 
United States nonresident in such countries or of corporations organized 
in the United States, do not exempt from taxation the earnings derived 
from the operation of a ship or ships documented under the laws of the 
United States: Antigua, Belgium, British Honduras, Costa Rica, Dominica, 
Fiji, Finland, Great Britain, Greece, Grenada, India, Jamaica, Japan, New 
Zealand, Peru, St. Vincent, Straits Settlements, Trinidad, Union of South 
Africa. So much of the income from sources within the United States 
of a nonresident alien individual or of a foreign corporation as consists of 
earnings derived from the operation of a ship or ships documented under 
the laws of any of the countries in the first list is not required to be 
included in the gross income of such nonresident alien individual or 
foreign corporation for the purpose of federal income tax. The income 
from sources within the United States of a nonresident alien individual 
or of a foreign corporation from earnings derived from the operation of 
a ship or ships documented under the laws of any of the countries in the 
second list is required to be included in the gross income of such non- 
resident alien individual or foreign corporation and is subject to federal 
income tax. If a nonresident alien individual or a foreign corporation 
receives income from sources within the United States consisting of 
earnings derived from the operation of a ship or ships documented under 
the laws of a foreign country which is in neither list, such nonresident 
alien individual or foreign corporation is requred to furnish satisfactory 
proof either (a) that such foreign country imposes no income tax, or 
(b) if an income tax is imposed that the foreign statute grants an 
equivalent exemption to citizens of the United States nonresident in such 
country and to corporations organized in the United States. 
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(T. D. 3492—June 16, 1923) 
Appeals and hearings. 
Article 1006, regulations No. 62, as amended by T. D. 3409, further 
amended. 


Article 1006, regulations No. 62, as amended by T. D. 2409, is hereby 
further amended to read as follows: 


Appeals and hearings—Section 250 (d) of the revenue act of 1921 
provides that if upon examination of a return made under the revenue act 
of 1916, 1917, 1918, or 1921, an income or excess-profits tax or a deficiency 
therein (which deficiency is defined in section 250 (b) as meaning the 
difference, to the extent not covered by any credit due to the taxpayer 
under section 252, between the amount of the tax already paid and that 
which should have been paid) is discovered the taxpayer shall be notified 
thereof and shall have the right of an appeal and a hearing before an 
assessment is made. As soon as practicable, therefore, after a return is 
filed, whether by the taxpayer or as provided in section 3176, Revised 
Statutes, as amended, it is examined, and if a tax or a deficiency in tax is 
discovered, the taxpayer shall be notified thereof by registered mail and 
a period of not less than 30 days given the taxpayer in which to file an 
appeal to the commissioner and show cause or reason why such tax or 
deficiency should not be paid. Full 30 days from the mailing (not the 
receipt) of such notice to file an appeal shall be given the taxpayer. The 
appeal must be addressed to the commissioner of internal revenue, Wash- 
ington, D. C., and must be filed in his office within 31 days from the mailing 
of the notice, but if it is mailed in time to be received by the commissioner 
within such period in the ordinary course of the mails it will be considered 
as having been filed within such period. The appeal should be clearly 
designated as an appeal from the income-tax unit to the commissioner 
and must be under oath. It should contain (a) the name and address of 
the taxpayer (in the case of an individual the residence and in the case 
of a corporation the principal office or place of business; (b) in the case 
of a corporation the name of the state of incorporation; (c) a designation 
by date and symbol of the registered notice or notices from which the 
appeal originates; (d) a designation of the year or years involved and a 
statement of the amount of tax in dispute for each year; (e) an itemized 
schedule of the findings of the unit to which the taxpayer takes exception, 
accompanied by a summary statement of the grounds upon which the 
taxpayer relies in connection with each exception; (f) in case the taxpayer 
desires further conference with the income-tax unit, as provided in the 
second paragraph of this article, a request for such conference; and (g) 
a statement that the appeal is not taken for the purpose of delay. 

Upon the receipt of the appeal and before it is made the subject of 
a hearing by the agency designated by the commissioner as hereinafter 
provided, the appeal will be referred to the income-tax unit in Washington. 
The taxpayer may at the time of appealing request a conference before 
the income-tax unit to be held within a period prior to the expiration of 
30 days after the time for the filing of an appeal. All data relied upon 
by the taxpayer in connection with his appeal (including affidavits as to 
facts and briefs of argument) shall be filed with the income-tax unit 5 
days prior to the date fixed for any such conference, or, if no such confer- 
ence is requested, such data shall be filed with the income-tax unit within 
a period prior to the expiration of 25 days after the time for the filing of 
an appeal. Upon cause shown the taxpayer may obtain from the income- 
tax unit a reasonable extension of time for holding such conference or 
filing such data beyond the periods of limitation hereinbefore specified. 
Any request for such additional time shall state specifically the reasons 
therefor and such statement shall be under oath. If, pursuant to con- 
ference, the income-tax unit and the taxpayer reach an agreement respect- 
ing the amount of the proposed assessment, such amount shall be assessed 
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forthwith, and in case upon examination of the data submitted by the 
taxpayer without conference the unit concedes that no additional tax is 
due, the taxpayer shall be so notified forthwith. If the income-tax unit 
and the taxpayer are unable to reach an agreement respecting the amount 
of the proposed assessment, or if the taxpayer fails to request a confer- 
ence before the income-tax unit, the appeal shall be transmitted by the 
income-tax unit to such agency as the commissioner may designate for 
consideration and hearing, accompanied by a letter of transmittal (of 
which a copy shall be sent contemporaneously to the taxpayer by registered 
mail) containing the following information and data: (a) A designation 
of the division of the income-tax unit from which the appeal is trans- 
mitted; (b) the name and address of the taxpayer; (c) a designation of 
the taxable period or periods involved and of the additional assessments 
proposed for each such period; (d) a statement of such issues raised by 
the appeal as are not conceded by the unit together with a brief summary 
of the unit’s grounds for not conceding such issues, including a reference 
to the law, regulations, and rulings upon which the unit relies in suuport 
of its position, and (e) a statement of the dates of any conferences between 
the income-tax unit and the taxpayer, and specifically a statement whether 
any conference was requested by and granted to the taxpayer subsequent 
to the registered notice as provided in this article. Opportunity for an 
oral hearing on appeal before the agency designated by the commissioner 
shall be granted if requested in the appeal or within 20 days after the 
mailing of the transmittal letter, as hereinbefore provided. The appeal 
must not, however, be made the occasion for the presentation of new 
evidence other than that submitted to the income-tax unit as provided in 
this paragraph. 

In the case of a return which is examined in the collector’s office, 
where a tax or deficiency therein is discovered, the taxpayer will be 
notified thereof by registered mail and the same period given the tax- 
payer in which to file an appeal to the commissioner and show cause or 
reason why such tax or deficiency should not be paid. Such appeal shall 
be filed in the manner prescribed above. The procedure in connection with 
such appeal shall be the same as hereinbefore provided in the case of 
appeals from decisions of the income-tax unit, except that upon receipt 
of the appeal it will be referred to the collector’s office where the proposed 
assessment is being considered and the taxpayer’s conference prior to the 
prosecution of the appeal shall be a conference with the collector or his 
representatives. 

No assessment under section 250 (d) shall be made without notifica- 
tion to the taxpayer of his right to appeal and show cause, except that in 
any case where the commissioner believes that the collection of the amount 
due will be jeopardized by delay, he may make the assessment without 
giving such notice or awaiting the conclusion of a hearing. 

Where a taxpayer has been given an opportunity to appeal and has not 
done so, as above set forth, and an assessment has been made, or where 
a taxpayer has appealed and an assessment in accordance with the final 
decision on such appeal has been made, no claim in abatement of the 
assessment shall be entertained. 

Where an assessment has been made without giving the taxpayer an 
opportunity to appeal, or without awaiting a decision on an appeal that has 
been perfected, a bona fide claim in abatement of the assessment, filed 
within 10 days after notice and demand by the collector, may be entertained. 

When a taxpayer shall have taken advantage (or had the opportunity 
so to do) of the procedure outlined in this article, and the case has been 
completed pursuant thereto by notification to the taxpayer of final decision 
on appeal as approved by the commissioner or by assessment, the case will 
not be reopened except where it is materially affected by the change of 
regulations or by the final decision of another case either by the com- 
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missioner of internal revenue or by a court of competent jurisdiction. The 
application for reopening a case must be addressed to the commissioner 
of internal revenue, must state succinctly the circumstances upon which 
the application is based and must be supported by the affidavit of the 


petitioner. 
(T. D. 3494—June 22, 1923) 
Income tax—Revenue act of 1918—Decision of court. 
1. Income TAx—INcCOME From Exports—ConsTITUTIONALITY. 

An income tax levied upon net income from the business of exporting 
goods from the United States and selling such goods in forcign countries 
is not a tax laid on articles exported from any state in violation of article 
1, section 9, clause 5, of the constitution of the United States. 

2. SAME—REVENUE Act oF 1918—ConsTITUTIONALITY. 

An income tax levied under the revenue act of 1918 upon net income 
from the business of exporting goods from the United States and selling 
them in foreign countries does not deprive the taxpayer of his property 
without due process of law in violation of the fifth amendment to the 
constitution of the United States, even though the act be construed as 
exempting from such tax the income of foreign corporations from like 
sources; nor does such a tax violate the rule of uniformity. 

The attached decision of the district court of the United States, 
southern district of New York, in the case of National Paper and Type 
Co. v. William H. Edwards, collector of internal revenue for the second 
district of New York, is published for the information of internal-revenue 
officers and others concerned. 


District CouRT OF THE UNITED STATES, SOUTHERN District oF New York. 


National Paper and Type Co., plaintiff, v. William H. Edwards, collector 
of internal revenue for the second district of New York, defendant. 
(May 26, 1923) 

Mack, circuit judge: This is a suit to recover the sum of $183,844.14, 
income and excess-profits taxes assessed against the plaintiff for the fiscal 
year ending March 31, 1919, under sections 230, 233, and 301 of the revenue 
act of 1918 and alleged to have been paid by the plaintiff under protest. 

It appears from the complaint that during the year in question the 
plaintiff was engaged in the business of exporting goods from the United 
States and of selling such goods in foreign countries. The total gross 
business of the plaintiff for the period was $6,435,512.69, of which amount 
$6,295,165.87 were sales of goods by the plaintiff in foreign countries after 
the goods had been exported there, and $158,346.82 were sales to export 
commission merchants in this country with the intent and purpose that the 
goods should be exported and with the result that the goods were actually 
exported. The validity of the taxes assessed is assailed in the complaint 
on two grounds: (a) That the taxes are upon exports in violation of 
article 1, section 9, clause 5, of the constitution; and (b) that the taxes are 
unequal, discriminating, and unfair, and in consequence null and void, 
because the income of foreign corporations engaged in exporting goods 
from the United States is not subject to tax under similar circumstances. 
The defendant has moved for judgment on the pleadings on the ground that 
the facts alleged are not sufficient to constitute a cause of action. 

In the light of the decision in Peck & Co. v. Lowe, collector (247 
U. S. 165), in which the supreme court held, under the income-tax law 
of 1913, that income of domestic corporations derived from the business 
of export was within the taxing power of congress and was not in violation 
of article 1, section 9, clause 5, of the constitution, plaintiff in its brief 
has abandoned its attack on these taxes as in violation of this provision 
of the constitution. It now concentrates its attack upon the law on the 
ground that, as interpreted by the attorney-general (32 Opinions of Atty.- 
Genl. 336) and as enforced by the treasury it deprives the plaintiff of 
property without due process of law in violation of the fifth amendment, 
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because it imposes upon the plaintiff's business discriminatory and unequal 
burdens which are not imposed upon foreign corporations similarly 
situated. 

It is admitted by the government that the acts of 1909 and 1913, the 
wording of which differs slightly from that of the act of 1918, were in 
practice applied, at least to some extent, to foreign corporations in respect 
of income derived from the sale in foreign countries of goods manufac- 
tured or acquired in the United States. It is unnecessary, however, here 
to consider the proper interpretation to be given to the acts of 1909 and 
1913 or the act of 1918 as applied to foreign corporations, since I am 
satisfied of the constitutionality of the law as applied to the plaintiff, even 
though the income of foreign corporations from like sources is construed 
to be exempt. 

There is, as is now conceded, no question as to the power of congress 
to tax the net income of domestic corporations derived from their export 
business. The question as to how far it is wise and proper to extend 
our taxing laws to foreign corporations that manufacture or acquire goods 
in this country and sell them abroad, involves many economic and political 
considerations. These are peculiarly within the province of congress, 
not the courts. It is perhaps inevitable not only that the rate of taxation 
should vary in different countries, but that there should be some laps 
and some gaps in the adjustment of the revenue laws of the various 
countries to foreign trade. It may happen for a time that income from 
some transactions may escape all taxation, while other income may have 
to bear its tax in more than one country. But a nation that attempts to 
reach out too far in the direct or indirect taxation of foreign trade may 
invite retaliation and reprisal. So long as the tax on American corpora- 
tions is measured by met income actually realized, it is difficult to see 
that the American corporations are seriously handicapped in competing 
for any particular contracts even if it could be assumed that foreign 
competitors were subject to no equivalent taxation by their own govern- 
ments. Clearly, however, such a handicap or discrimination does not 
make the classification such a grave abuse or oppression as to condemn 
the law as a denial of due process within the fifth amendment. For to 
bring it within this condemnation it must be, as the supreme court says 
in Brushaber v. Union Pacific R. R. Co. (240 U. S. 1, 24, 25): 

a case where although there was a seeming exercise of the taxing 
power, the act complained of was so arbitrary as to constrain to the 
conclusion that it was not the exertion of taxation but a confiscation 
of property, that is, a taking of the same in violation of the fifth 
amendment, or what is equivalent thereto, was so wanting in basis for 
classification as to produce such a gross and patent inequality as to 
inevitably lead to the same conclusion. 


In La Belle Iron Works v. United States (256 U. S. 337, 392, 393), 
the court again points out: 

The fifth amendment has no equal protection clause, and the 
only rule of uniformity prescribed with respect to duties, imposts, 
and excises laid by congress is the territorial uniformity required by 
article 1, section 8. * * * The difficulty of adjusting any system 
of taxation so as to render it precisely equal in its bearing is pro- 
verbial, and such nicety is not even required of the states under the 
equal protection clause, much less of congress under the more general 
requirement of due process of law in taxation. * * * The act 
treats all corporations and partnerships alike, so far as they are 
similarly circumstanced. * * * If in its application the tax in 
particular instances may seem to bear upon one corporation more 
than upon another, this is due to differences in their circumstances, 
not in any uncertainty or want of generality in the tests applied. 
Defendant’s motion for judgment on the pleadings is granted. 
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EpiTep By H. A. FINNEY 


AMERICAN INSTITUTE OF ACCOUNTANTS EXAMINATIONS 


(Notre — The fact that these solutions appear in THE JoURNAL OF 
AccounTANCY should not lead the reader to assume that they are the 
official solutions of the American Institute of Accountants. They merely 
represent the personal opinion of the editor of the Students’ Department.) 


AUDITING 
May 16, 1923, 9 A. M. to 12.30 P. M. 





Answer all questions. 


No. 1 (8 points) : 
(a) What is meant by a deferred charge to operation? Name three 
examples, and state how each is proved correct in an audit. 


__ _(b) What is the difference between a liquidated and a_ contingent 
liability in the accounting sense of the term? Give an example of each. 





Answer: 





(a) Deferred charges to operation are prepaid expenses which at 
closing time are carried forward to the subsequent period, to be written off 
as expenses of the future. Examples: unexpired insurance, prepaid interest, 
bond discount. 

Unexpired insurance is proved correct in an audit by an examination 
of the insurance policies, noting the premium and the time covered and 
pro-rating the premium over the past and the future periods. 


Prepaid interest is proved correct by verifying the original payments 
by identifying each payment with a particular liability. The interest pay- 
ment is then pro-rated, the portion applicable to the period under review 
being treated as an expense, and the portion applicable to future periods 
being carried forward as a deferred charge. 

Bond discount is verified by examination of the documents appertain- 
ing to the bond issue, and by proving the mathematical accuracy of the 
amortization, which may be on a straight-line basis or on a scientific 
effective-interest-rate basis. 

Of a somewhat different nature are such items as organization expense 
and discount on stock. These may be immediately absorbed in surplus, 


213 


i 
(| 
| 
4 
| 
tt 
7 
€ 
ll 








The Journal of Accountancy 








or they may be carried forward and written off gradually. But they should 
not be confused with deferred charges to operations, because, when written 
off, they should be charged to surplus and not to profit-and-loss. They are 
not carried forward because they are expenses properly applicable to the 
operations of future periods, but because it is desired to postpone their 
absorption in surplus. If they were charged to surplus when incurred, a 
deficit might be created. Hence they are carried forward until a surplus 
has been created which can cover them. 

(b) Probably it is desired that a “liquidated liability” be defined as a 
liability of a definite amount and definitely existing, but since one speaks 
of liquidating liabilities, in the sense of paying them, it would seem that a 
“liquidated liability” might properly be defined as a liability which has been 
paid. A contingent liability is a possible debt; one which may or may not 
become a positive liability. 

Using the term “liquidated liability” in the sense of a positive liability, 
accrued wages would serve as an illustration. The endorser’s liability on 
notes receivable discounted is the most common illustration of a contingent 
liability. 


No. 2 (8 points) : 


In what way may actual examination of insurance policies, life and 
fire, be useful to the auditor in the course of his work? 


Answer: 

Some of the things which might be brought to light by an actual 
examination of fire insurance policies are inadequacy of insurance carried, 
either as to safe coverage or as to compliance with co-insurance clauses, 
incorrect computation of unexpired insurance premiums, pledging of assets 
as security for loans and the existence of consignments. 

In the case of life insurance, it is desirable to examine the policies to 
determine the nature of the insurance contract and the existence or non- 
existence of a cash surrender value. The proper treatment of insurance 
premiums in the accounts depends upon whether the policy has such a 
surrender value or not. If it has, a portion of the premium should be 
charged to an asset account showing the surrender value, and the balance 
should be charged as an expense. If the policy has no surrender value, 
the entire premium is chargeable as an expense. 


No. 3 (10 points) : 


An auditor verified in 1921 the existence of a mortgage of $10,000 by 
inspecting the public record. In 1922 he found that $5,000 had been paid 
on account of this mortgage, evidenced by a receipt from the mortgagee. 
Thereupon without further action he certified a balance-sheet showing this 
mortgage indebtedness as $5,000. Was his course correct or not? Explain. 


Answer: 
A mortgage is usually a negotiable instrument. Hence, if the holder 
of the mortgage, after giving a receipt for the $5,000 payment, transferred 
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the mortgage to a purchaser in good faith for value before maturity, this 
holder could collect the entire $10,000. Hence the auditor should have 
determined that the original holder still possessed the mortgage, and he 
should have advised his client to insist that the payment be endorsed on 
the mortgage. 


There is also the possibility that the mortgage, although once reduced 
by the $5,000 payment, had subsequently been increased. Therefore a 
statement should have beeen obtained from the holder of the mortgage as 
to the amount thereof. 


No. 4 (8 points) : 


How would you audit and verify the notes and bills payable of a 
corporation? 


Answer: 

The auditor should ascertain with what bankers and note-brokers the 
client has been accustomed to have dealings. Examination of the entries 
for payments of notes in the past may help to obtain this information. All 
bankers and brokers on this list should then be asked for a certificate of 
the amount of unmatured paper held by or sold through them. If trade 
creditors are asked for statements of indebtedness on open account, they 
should also be asked for statements of any indebtedness on notes. If 
credits to personal accounts of partners or stockholders appear on the 
books, purporting to represent additional investments or personal advances, 
inquiry should be made to ascertain whether or not these credits should 
have been made in the notes-payable account. The interest-expense account 
should be analyzed to determine whether or not the notes-payable account 
shows the principal of each debt on which interest has been paid. 


No. 5 (8 points) : 
What would you consider a satisfactory voucher for 
(a) Payroll in a large manufacturing business; 


(b) Purchase of a stock-exchange security; 
(c) Investment in a mortgage? 


Answer: 

(a) The pay-roll should of course be seen, but this alone is not 
sufficient. Salaries and fixed weekly wages should be supported by a pay- 
roll book showing the names of the employees and the amount of their 
compensation. The book should be initialed by an officer to evidence the 
propriety of the payments, and the auditor should test the footings. In 
the case of wages of variable amounts paid to factory employees working 
on a time or piece-rate basis, the auditor should see that the pay-roll, after 
having been made up by the time-keeper, is approved by the foreman, 
superintendent or paymaster. He should also make a test of a few pay- 
rolls, by verifying the roll with the time or piece-work reports. 
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(b) The purchase of a stock-exchange security should be verified by 
examination of the bond or stock-certificate, the broker’s invoice or state- 
ment and the cheque. 


(c) If the client holds the entire mortgage, the auditor should see the 
notes, mortgage, insurance policy and guarantee policy if there is one. The 
obtaining of an acknowledgment of indebtedness by the borrower is also 
desirable. If the client holds only a portion of the mortgage loan, which 
has been divided into bonds, the auditor should examine the bonds. 


No. 6 (8 points) : 


Describe fully (or illustrate in skeleton form with proper captions if 
preferred) a working balance-sheet. 


Answer: 

Working balance-sheet is a term well defined in J. Hugh Jackson’s 
Audit Working Papers, published by The American Institute of Account- 
ants Foundation. I take the liberty of copying Mr. Jackson’s illustration 
and quoting his comments: 


NAME OF CoMPANY 
WORKING BALANCE-SHEET 


Assets Liabilities 
Per Final Per Final 
book Adjustments adjusted book Adjustments adjusted 
Captions figures Dr. Cr. figures Captions figures Dr. Cr. figures 
Capital assets: Capital liabilities : 
Special funds: Capital stock 
Investments : Funded indebtedness 
Current assets: Current liabilities : 
Inventories Notes payable 
Accounts receivable Accounts payable 
Notes receivable Accruals, etc. 
Marketable securities Provision for taxes 
Cash Sundry reserves: 
Deferred charges: Surplus: 


“When the books have been closed, however, and the final accounts 
have been prepared by the client and are presented to the auditor when 
he takes up the work of the audit, it is better to use in place of or in 
addition to the columnar working trial balance what may be termed a 
working balance-sheet and working income and profit-and-loss statement. 

If desired, separate sheets may be used for assets and for 
liabilities, though ordinarily the working space on a single sheet is sufficient 
for both. A column to the left of the captions should be provided for 
the comparative or final figures of the previous audit. 

“The special advantage in the use of the working balance-sheet, is 
that it affords at the outset a bird’s-eye view of the ground to be covered 
and gives a ready comparison with the former year’s final figures. It 
further enables the auditor in charge to discuss intelligently with the 
client the company’s position as disclosed by the working balance-sheet and 


216 











Students’ Department 








it somewhat facilitates the practical laying out and subdivision of the 
work of verification. 

“To provide a specific illustration: If a working balance-sheet and 
income statement were used, the trial balance figures before adjustments 
would be listed under the proper captions in the per book figures column. 
The adjusting journal entries would then be posted to the working balance- 
sheet and income statement. . . . Sometimes a client does not wish, 
for one reason or another, to record the auditor’s adjustments or certain 
of the adjustments in the books of account, and then a working sheet 
becomes particularly important in order to have a record of the adjust- 
ments which were necessary to agree the accounts with the final adjusted 
figures appearing in the balance-sheet and income statement. Such figures 
also enable the auditor to discuss with the client the exact composition of 
each item and amount appearing in the final balance-sheet which is to be 
certified. Whether a working balance-sheet or a working trial balance be 
used as the basis of an audit, a rough balance-sheet should always be 
prepared early in the audit so that a general view of the ensemble may 
be obtained. 

“The use of one or both of these types of working sheets is practically 
essential, although individual auditors may work out minor variations in 
the sheets as illustrated. These sheets are the backbone of the working 
papers and serve as a guide in building up the individual schedules which 
are to be discussed in the remaining chapters of this book. They also 
furnish the final figures for the balance-sheet and statement of income 
and profit-and-loss for the client. All individual leading schedules should 
support and be always in agreement with the final adjusted figures appear- 
ing in the working sheets, while in turn both the schedules and the 
working sheets support the final accounts which summarize the results of 
operations for the period and set forth the financial condition of the 
business at the close of the period under audit.” 


No. 7 (8 points) : 


A died in 1916 leaving certain shares of stock to his widow, B, who 
in 1922 gave the stock to her son, C,.who immediately sold it. In his 
federal income-tax return C claimed as a loss the difference between the 
sale price and the market value on the date on which he received the 
stock from his mother. Was he right or wrong? Why? 


Answer: 

He was wrong. Under the 1921 law, which would determine the 1922 
tax, the taxable profit or deductible loss on the sale of property received 
as a gift is computed as the difference between the cost to the donor (or 
the March 1, 1913, value, if acquired by the donor prior to that date) and 
the selling price received by the donee. But since in this case the donor, 
or widow, received the property as a bequest, the market value of the 
stock at the time when it was received by her would be used in place of 
cost. Hence the son should have reported, either as a gain or a loss, the 
difference between the market value of the stock at the time his mother 
received it in 1916 and the selling price which he received in 1922 


No. 8 (8 points) : 


_ What federal income-tax returns are required in the case of a partner- 
ship? What returns are required when a new partner is admitted 
during the taxable year? 
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Answer: 

A partnership is required to file a return of information, showing the 
amount of profit earned during the year and the amount of profit to which 
each partner is entitled. If a new partner is admitted during the year, the 
requirement of a return at that time would depend upon whether the 
admission was considered to be a dissolution of the old partnership and 
the creation of a new one, or merely as the continuance of the old firm 
with a new partner. In the first case, the old partnership would file a 
return for the first fractional part of the year, and the new partnership 
would file a return for the last fractional part of the year. In the second 
case, no return would be filed at the time of the admission of the new 
partner, but the return filed at the end of the year would show the profits 
for the year and the division thereof, as affected by the admission of the 
new partner. 


No. 9 (8 points) : 


What is a stock dividend? From what sources may it arise? Does 
the declaration of such a dividend imply that the previous surplus of the 
corporation has been unreasonably large and not necessary to the business? 
Explain. 


Answer: 

A stock dividend is a distribution of stock to the stockholders, made 
possible by the existence of a surplus. In other words, it is a conversion 
of surplus capital into stock capital. 

The net worth of a corporation is represented by its capital stock and 
its surplus. The stock dividend reduces the amount of the surplus and 
increases the amount of the capital stock, but it has no effect upon the 
net worth of the corporation nor upon the pro-rata interest of each stock- 
holder in that net worth. 

The only source from which a stock dividend may arise is surplus, 
and the surplus can not be used for a stock dividend unless it could have 
been legally used for a cash dividend. It is an error to assume that 
certain surplus, capital surplus or reserve credits may be used for stock 
dividends but not for cash dividends. Thus it is often stated that an 
extraneous profit resulting from the sale of fixed assets may be used for 
a stock dividend but not for a cash dividend. This is incorrect. The profit, 
if actually realized, is legally available for either a stock or a cash dividend. 
It is also sometimes stated that fixed assets may be written up, and that 
the offsetting credit may be used for a stock dividend, though not for a 
cash dividend. This is also incorrect. The credit for the unrealized profit 
is not available for either a stock or a cash dividend. 

“Does the declaration of such a dividend imply that the previous 
surplus of the corporation has been unreasonably large and not necessary 
to the business?” It means that the directors have not considered it 
expedient in the past to pay cash dividends equal to the full amount of 
the profits, and that a surplus has thereby been created. It also means 
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that the surplus thus created may be so out of proportion to the capital 
stock that the net worth of the company is greatly in excess of its capital- 
ization, with the result that the book value of each share of stock is 
greatly in excess of par. Thus the declaration of the stock dividend may 
mean that the surplus has been “unreasonably large.” When a condition 
of this kind exists, the stockholders often find it difficult to market their 
holdings at a fair price, for if each share of stock has a book value of 
200, the stockholders will usually find it more difficult to sell one share 
for $200 than to sell two shares for $100 each. The stock dividend may 
therefore be declared in order to bring the book value per share of the 
stock outstanding down to a figure nearer par in order to give it a more 
equitable market value. Or the stock dividend may be declared in order 
to convert the surplus into capital stock, so that the directors, who believe 
that the distribution of cash dividends anywhere near equal in amount to 
the balance of the surplus account would be financially unwise, will be 
relieved from pressure exercised by the stockholders who see a large 
surplus account and clamor for dividends. 


No. 10 (8 points) : 


In auditing the accounts of a private firm in which there are several 
partners, to what points should the auditor look in order to be assured 
that the partners’ accounts are correctly stated in the balance-sheet? 


Answer: 


The auditor should examine the partnership contract, noting its pro- 
visions in regard to contributions, salaries, drawings and division of profits, 
and he should see that the accounts have been kept in accordance with the 
agreement. 

For instance, if definite contributions are agreed upon, the articles of 
partnership may provide for interest on excess or deficient contributions. 
Or the articles may provide that excess contributions shall be credited to 
loan accounts instead of to the capital accounts. The auditor should see 
that these agreements have been carried out. 

If salaries or drawings have been agreed upon, the auditor should see 
that they have been handled correctly. It would be incorrect and unjust 
to charge drawings to profit-and-loss or to charge a partner’s salary to 
his capital account. 

The auditor should also see that the profits have been divided in 
strict conformity with the agreement as expressed in the articles, and that 
interest on capital and drawings has been recorded if provided for, and 
not recorded unless there has been an agreement requiring it. 


No. 11 (10 points) : 


A partner in a stock-brokerage firm, not active in the management, 
suspects his firm of conducting a bucket-shop. He secures the following 
balance-sheet from the firm’s books, and asks your advice. He has pre- 
viously made an examination of customers’ accounts and found all accounts, 
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both long and short, amply margined at 20 per cent. The market has been 
rising steadily for nearly a year. What would be your advice, and why? 


BALANCE-SHEET ITEMS 


Oe. ot. cv oseeeeuheubabawscsd bnesdaeausecasens $ 400,000.00 
Due from customers, long .............ecceeeee 2,500,000.00 
Due from brokers for stock borrowed ......... 25,000.00 
PY NE II Sos ols cc ane cnwecikn ss snawdus 75,000.00 
Firm trading accounts, lorie ...... 6.2.5 sceaeses 450,000.00 
Pe GP I, PEE oon csicc ccc ele cccccece 375,000.00 
Due to brokers for stock on loan .............. 150,000.00 
Firm trading accounts, short ...............06. 2,850,000.00 
Capital, surplus and profit-and-loss ............ 75,000.00 


Answer (by A. L. Gareis) : 


The balance-sheet prepared from the books of the stock-brokerage firm 
shows that the concern is conducting a bucket shop par excellence. The 
large amount of debit balances on customers’ long accounts is evidently 
offset by credits to the firm’s trading account. The same applies to the 
customers’ credits and the firm’s trading-account debits. In other words, 
the firm did not purchase the securities for customers, but merely made a 
cross-entry on the books, debiting customers and crediting the firm’s trading 
account. This fact is evident, because there are no securities pledged to 
banks against loans. The stocks borrowed, worth $25,000.00, and the stock 
lent, $150,000.00, are probably the only open bona-fide transactions either 
for customers or for the firm’s own trading account. The amount of cash 
on hand is considerable and represents the accumulation of margins paid 
by customers. 

The fact that the market was rising will cause a heavy loss to the firm 
on the short trading account, which will be felt in case of liquidation as 
the customers with long stocks must be paid their profit. If the trans- 
actions had been made according to law and to the rules of the stock 
exchange, the firm would not be affected at all by the profit or loss of 
customers, because the accounts were sufficiently margined. 

One item in the balance-sheet is called “securities on hand.” No stock- 
brokerage concern ever carries the securities on hand on the general ledger. 
This is a peculiarity of stock-brokerage bookkeeping, which is adhered to 
by all houses in the “street.” In short, securities owned outright by cus- 
tomers or by the firm are shown without money values, the account being 
simply “long” a certain number of shares—“no money.” Securities bought 
on margin by customers are charged to them at their purchase price plus 
commission, etc., and the money values are offset on the blotters by a credit 
to cash or “failed to receive” and to commission account. The securities 
themselves are shown as “long” on the customers’ or trading accounts, and 
as “short” in the box or “failed to receive” on the stock ledger. Therefore, 
the item of $75,000.00 either represents a difference or the books are kept 
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by bookkeepers who do not know the principles of Wall-street accounting. 
Only a liquidated balance-sheet will show the value of securities in the box, 
in loans, and eventually of the failed, lent and borrowed, whereas the cus- 
tomers’ and firm’s trading accounts will show only the equities or liabilities. 

If the item “securities on hand,” $75,000.00, was intended to show the 
value of securities in the “box,” the following stock position could be 
assumed : 








Long - Short 
Customers’ long 25,000 shares Customers 3,750 shares 
Borrowed 250 “ Loaned 1500 “ 
Firm 5,000 “ Box 7,500 “ 
Firm 17,500 “ 
30,250 “ 30,250 “ 














This position indicates that 7,500 shares of the customers were actually 
bought and placed in the box and 17,500 shares were “bucketed.” Also 
that 250 shares of the customers short sales were borrowed from brokers 
to make deliveries, 3,500 shares bucketed and 1,500 shares bought for the 
firm’s trading account. Of course, the actual transactions might have been 
much more involved and cross entries made to firm’s trading accounts and 
others. Without a “position,” the actual facts cannot be shown accurately. 


Using the above position as a basis, a liquidated balance-sheet can be 
prepared, which will show the firm’s losses on the long and short trading 
accounts. Without using a stock position the net results would be the 
same but the working of the accounting principles would not be shown as 
clearly. 

As stated, the customers’ accounts were margined at 20 per cent. on 
long and short accounts; therefore the values of the respective securities 
will be: 


Value of securities in: 


Customers’ long accounts ...................-. $3,125,000 
Customers’ short SOCOUNIS....6 sess icccscccace 312,500 
BNE Sis < cn cts nk See Abs Jha eee wees 75,000 
DE on. 23 tk ahd ies es 25,000 
ID os nnd cis botwke nae bah ae eee sa 150,000 


A liquidated balance-sheet can be prepared with the above figures and 
based on the stock position shown in a former paragraph as follows. 
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Assets: 
ER re by Are are $400,000 
Socmrmies if BOK ...... 2.6 cccccece 75,000 


0 § Value of stocks $ 25,000 
Due from brokers 25,000 


Eauity in stocks loaned ......... Due to brokers $150,000 
a { Value of stocks 150,000 
Seat on exchange 222 ........... 75,000 
NE I as ck Veins at dior $550,000 
Liabilities : 


Due to customers: 


Their equity, long accounts... $625,000 
Their equity, short accounts. 62,500 $687,500 
0 ER ys eee ee rere eee 75,000 
ME NI Side asicatesikews 212,500 
SUD ce dASetuienekaraaweses<'s 137,500 


$550,000 


The figures of the above balance-sheet were obtained as shown by the 
statement at the close of this answer. It is quite clear that the liquidated 
balance-sheet will be out of balance if the item of $75,000 is considered as 
securities on hand (in the box); therefore it can only be assumed that the 
item was inserted by error in the unliquidated statement or it was intended 
to hide a discrepancy, which, however, will be spotted by anybody familiar 
with Wall-street accounting. It is also possible that the item was intended 
to represent the value of the seat on the stock exchange, and, this being 
the most plausible explanation, it was inserted as such in the liquidated 
statement. 


The advice to the partner-client interested in a stock-brokerage concern 
showing conditions as disclosed above should be to withdraw immediately 
and to make a complaint to the stock exchange and to the district attorney. 
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No. 12 (8 points) : 


You have been retained by a manufacturing corporation as a consulting 
accountant and are requested to advise the officers what steps to take in 
orderto determine the cause of an apparent deficiency in the inventory of 
factory material and work in process. 


What would you suggest? 


Answer: 

The raw-material inventory may be short because goods purchased do 
not get into the stores record, or because goods get out of the store-room 
without proper requisitions. Therefore, I should suggest making a check 
of purchase invoices against the perpetual-inventory records of raw 
materials to see that all raw material received is charged to the perpetual 
inventory. The requisitions should then be checked against the inventory 
records. This may disclose the fact that goods are being spoiled and 
additional factory materials are being obtained to make good the spoilage, 
either with or without requisitions. Observations in the factory will show 
whether there is an unreasonable amount of spoilage or not. If there is, 
and if the requisitions for additional materials do not account for the 
quantity apparently being used for spoiled work, it is probable that the 
shortage is due to this cause. But if it appears that requisitions are issued 
for all material required on original orders and for spoilage, it is probable 
that material is being stolen. 


The deficiency of goods in process probably was brought to light by the 
fact that a physical inventory showed a smaller amount on hand than was 
represented by the balance of the goods-in-process account. This may be 
due merely to the fact that the cost system does not allocate to each job a 
correct amount of cost, so that the true and legitimate cost is not being 
abgorbed in the finished goods and an increasing balance is being left in the 
goods-in-process account. Hence the methods of costing should be 
investigated. 


All material requisitions, work tickets and overhead distributions for 
several months should be traced to job cost sheets to see that they are 
proper, and the cost (as shown by cost sheets) of finished goods should be 
traced into the perpetual stock record of finished goods. This should show 
whether or not the goods-in-process account is being charged with any 
items which did not actually go into the goods; and it will show whether 
or not the finished-goods account shows the proper cost of all jobs finished 
and transferred out of goods-in-process. Such an investigation should 
disclose the reason why the physical inventory of goods in process is less 
than the book records indicate should be in process. 





A. Lee Rawlings & Co., Norfolk, Virginia, announce the opening of 
offices in the Commercial National Bank building, Raleigh, North Carolina. 





Victor Edward Buron announces the removal of his office to the 
Security building, Third and Laurel streets, Texarkana, Arkansas. 
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T erminology Department 


CONDUCTED BY THE SPECIAL COMMITTEE ON ACCOUNTING TERMINOLOGY OF 
THE AMERICAN INSTITUTE OF ACCOUNTANTS 


The committee publishes in this issue of THE JouRNAL or ACCOUNT- 
ANCY its tentative definition of “profit and loss statement” together with 
some comments in relation thereto, references being made to similar or 
related statements for purpose of comparison. 

At the outset, attention is called to the confusion which exists as to 
the use of the words “statement” and ‘‘account.” One of the most striking 
examples is the profit and loss statement which is frequently designated 
as the profit and loss account. The committee feels that the distinction 
between the two words should be observed: the profit and loss account 
properly describes the account in a ledger to which appropriate items are 
posted, whereas the profit and loss statement reflects the analysis of such 
an account which usually accompanies, and is complementary to, the balance 
sheet. Even if the final balance is identical (adjustments may create a 
difference), the arrangement and analysis of the items are markediy 
different in most cases. 


PROFIT AND LOSS STATEMENT: 

A statement, prepared from the books and records of a going enterprise 
conducted for profit, which assembles all the income and expenses or 
profits and losses applicable to a stated period, the balance of the items 
reflecting the net profit or loss as the case may be. 

It may reflect operations recorded by either a double entry or single 
entry system of bookkeeping, in the former case it is the concomitant of 
a balance sheet and, in the latter case, the accompanying statement is 
technically known as a “statement of assets and liabilities.” 

It may reflect the operations of an individual, partnership, corporation 
or association, and the term is usually confined to a statement prepared 
from the accounts of a business wherein the investment or employment of 
capital is essential to its proper conduct, the return upon capital, as shown 
by the profit and loss statement, being, in most cases, the true measure of 
success or failure. Accounting regulatory bodies have, however, prescribed 
the term “income statement’? for the operations of public utilities, though 
the statement is frequently referred to as “earnings statement” or “operating 
statement,” and in Great Britain, the term “revenue account” is used for 
similar purposes. 

The committee has not sufficiently complete data at hand to warrant 
definite conclusions being drawn in respect to the titles of statements, 
showing income and expenses, of corporations or other legal entities under 
the jurisdiction of the insurance and banking laws of the several states or 
of similar enterprises controlled by federal statutes and regulations. Suffice 
it to say, that “income” is the title prescribed for insurance companies in 
the: state of New York and that the titles in the banking business vary 
considerably, “statement of profits and expenses” being one of the 
variations. 
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A profit and loss statement may be sectionalized and this is a common 
procedure in respect to the accounts of trading or manufacturing concerns, 
the statement, in these cases, being designated frequently as “trading and 
profit and loss statement” or “manufacturing and profit and loss statement.” 
Sometimes the title “profit and loss and income statement” or “loss and 
gain statement” is used, or some other combination of the foregoing 
descriptive words. An example of extreme sectionalizing in a profit and 
loss statement of a manufacturing corporation follows: 

Section No. 1—Manufacturing. 

Debited with inventory of raw material and work in process at begin- 
ning, raw material purchased less discounts, inward transportation charges, 
productive labor and manufacturing overhead including depreciation. 

Credited with inventory of raw material and work in process at end 
and sale of by-product, ashes, steam, etc. 

Balance designated as “cost of production” or “cost of manufacturing” 
carried down to section No. 2. 


Section No. 2—Finished Product. 

Debited with inventory of finished product at beginning and warehouse 
or storeroom expense (re storage of finished product). 

Credited with inventory of finished product at end. 

Balance designated as “cost of goods sold’ carried down to section 
No. 3. 

Section No. 3—Trading. 

Debited with salesmen’s salaries, commissions and expenses, outward 
transportation charges, advertising, boxes and cases and miscellaneous 
selling expenses. 

Credited with sales less discounts, returns and allowances. 

Balance designated as “gross profit” carried down to section No. 4. 


Section No. 4—General. 

Debited with general and administrative expenses and sundry losses 
(e. g., bad debts; fire loss; shut-down expense). 

Credited with miscellaneous operating income (e.g., rents from ope- 
rating property) and sundry profits (e.g., profit on sale of land not held 
as investment). 

Balance designated as “net operating profit” carried down to section 
No. 5. 

Section No. 5—Financial. 

Debited with interest paid (or accrued), amortization of debt discount 
and expense and loss on sale of investments. 

Credited with miscellaneous interest received (or accrued), income 
from investments (interest and dividends) and profit on sale of investments. 

Balance designated as “net profit before charging federal income tax” 
carried down to section No. 6. 


Section No. 6—Federal Income Tax. 
Debited with federal income tax (estimated or actual if known). 
Balance des‘gnated as “net profit” carried down to section No. 7. 
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Section No. 7—Distribution or Appropriation. 

Debited with dividends paid or declared and surplus reserves (e.g., 
reserve for contingencies). 

Balance designated as “unappropriated surplus’’ carried to surplus. 

The foregoing, as previously stated, is merely an example of sectional- 
izing carried to extremes, there being no hard and fast rule covering the 
method of stating such accounts. Sometimes the arrangement depends 
upon the peculiar circumstances of a case in which it may be desirable to 
stress a particular element or phase of a business, e.g., the accounts may 
be stated in such a manner as to show results before and after providing 
for depreciation or depletion (in a concern operating a wasting asset) and, 
in the accounts of carriers by water, the profit or loss of each voyage may 
be separately shown. 

In many cases, where proper stores or stock accounts are kept, 
“material used” is shown in the manufacturing section instead of the 
inventories and purchases of raw material, and the difference between the 
physical and book inventory, at inventory dates, is shown, if relatively 
small, as a separate item or merged with the total of “material used.” If, 
however, the difference is relatively large and the period of accumulation 
is not wholly within the period for which the accounts are being stated, it 
is usually excluded from the manufacturing section, frequently being written 
off to surplus direct. If manufacturing material is used for purposes other 
than manufacturing (e.g., for construction or repair work), the “material 
used” method should of course be adopted. 

The profit and loss statement of a trading or manufacturing concern 
frequently is divided into two sections only (in trading accounts the manu- 
facturing element is of course non-existent), the balances showing respect- 
ively gross profit and net profit and sometimes the statement is not sec- 
tionalized at all, particularly when operations are on a very small scale, and 
dividends paid or declared are frequently shown in a separate statement 
of surplus, unless the authorizing resolution specifically directs that they 
be paid out of, or charged to, current profits. 

Some accountants differentiate in a profit and loss statement between 
“cost of goods sold” and “cost of producing goods sold,” the former 
including purchases plus or minus inventory differences and the latter 
including the former plus wages and overhead and occasionally inventories 
of finished product are included in the manufacturing section and the 
balance designated as “cost of goods sold” instead of “cost of production” 
or “cost of manufacturing,” but the committee believes this to be an 
unscientific method of stating the accounts. “Cost of sales” is a term 
commonly used synonymously with “cost of goods sold.” 

“Cost of assembling” is a term sometimes used in a profit and loss 
statement as descriptive of the cost of producing a finished article from 
manufactured parts and “cost of production” is prescribed by accounting 
regulatory bodies, or used by personal preference, in reference to the 
accounts of concerns operating a wasting asset or producing a commodity 
from natural elements. If concerns operating a wasting asset fabricate 
the product, the cost thereof, including the cost of production (sometimes 
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designated as “cost of product used’’) usually bears the caption “cost of 
manufacturing.” 

It is important to note that the word “cost” as used in the foregoing 
captions, is a misnomer when inventories have been priced at market or at 
any price other than cost (actual or estimated). This misuse of the word 
may, however, be overcome by stating inventories at cost and the net 
increment (writing up inventory values is not considered good accounting 
practice except in rare cases) or decrement in value, in a subsequent section 
of the profit and loss statement. This method is, however, rarely employed, 
though it results in a clear statement of facts. 

In some undertakings manufacturing large units under contract 
requiring a long period of time for their completion (e.g., shipbuilding), 
it is permissible, under certain conditions, to include a proportionate amount 
of profit in the inventory value of work in process. In these cases the word 
“cost” loses its significance entirely. 

The profit or loss on sale of investments or of operating property is 
frequently shown in a statement of surplus (even when not required by 
accounting regulatory bodies) on the theory that a statement of current 
operations, by whatever name called, should reflect the result of normal 
activities and that the result of collateral undertakings or profits or losses 
of an extraordinary nature (unless negligible in amount) should be excluded 
therefrom. 

Selling expenses may be shown in the general section of a profit and 
loss statement rather than in the trading section, and some accountants 
differentiate between “gross trading profit’” and “net trading profit,” the 
latter being arrived at after charging selling expenses thereto. It is still 
a debatable point-as to whether cash discounts taken and given should be 
deducted from purchases and sales respectively, or whether they should be 
treated as financial transactions and therefore excluded from the manu- 
facturing or trading section. 

The two sides of a profit and loss statement may be designated as 
“Debit” or “Dr.” and “Credit” or “Cr.” respectively and/or a differentiation 
may be made by prefixing the prepositions “To” and “By” to each debit 
and credit item respectively, or these designations may be omitted entirely. 

Frequently the statement is prepared without debit and credit sides, 
the same results being obtained by addition and deduction and the use of 
inner columns for detail; in such cases, the chief source of income 
(e.g., sales) is shown first, but apart from this, the rules of practice 
governing sections apply, generally speaking, equally to sequence and 
indention. The “income statement” of public utilities is always prepared, 
by prescribed regulation, on the addition and deduction plan and the 
designations of the interim balances vary considerably, though qualifications 
of the words “revenue” and “income’”’ are chiefly in use. 

In short, there are many variations of the foregoing example of a 
sectionalized profit and loss statement and many debatable points, but the 
important thing in connection with a profit and loss statement is that it be 
prepared with due regard to the nature of the business, in such detail as 
appears to be required (“condensed” may be prefixed to the title when but 


99 


ww 














Terminology Department 








little detail is shown) and on the same basis, as far as possible, for suc- 
ceeding periods. By following the latter rule, comparative figures, which 
are in fact comparable, will be readily available to those entitled to the 
information, a “comparative profit and loss statement” being frequently 
prepared with that end in view. 

A profit and loss statement is frequently prepared to show transactions, 
with the public, of a holding company and its subsidiaries (inter-company 
transactions being eliminated): in these cases, the word “consolidated” is 
usually prefixed to the title, less frequently, the word “general” or 
“combined,” and sometimes “general” is added to one of the other words 
for good measure, no other purpose being served thereby. The committee 
believes that the word “general” should be omitted from the title in all 
cases, as it does not convey a definite meaning. 

In many public utility accounting classifications the prescribed “profit 
and loss account” is, in fact, a statement of surplus for the period and 
includes the following items, in addition to the balance at beginning and 
end and the amount transferred from the “income statement”: overlapping 
items designated as delayed income debits and credits; unrefundable over- 
charges; profit and loss on real property and equipment sold; debt and 
stock discount extinguished through surplus; appropriations of surplus for 
various purposes, including the payment of dividends; and other items not 
applicable to current operations under the accounting rules in force. 

A statement of operations of an undertaking not conducted for profit 
is usually designated as an “income and expenditure (or expense) state- 
ment” or merely “income statement” and sometimes the term “operating 
statement’’ is used in reference to the accounts of clubs and similar 
activities, but, whatever the exact title, the words “profit,” “gain” and “loss” 
should always be omitted therefrom. 

The term “income statement” or “income and expenditure (or expense) 
statement” is also used in reference to the accounts of professional and 
other activities conducted as a means of livelihood, wherein gross income 
is derived, almost wholly, from the efforts of an individual or individuals 
whose accounts are being stated and wherein the capital employed is but 
a negligible factor. 

The line of demarcation between a “profit and loss statement” and an 
“income statement” (as described in the foregoing paragraph) jis not, 
however, clear cut and practice is not uniform in the matter. 

The income and expenses of a solvent concern whose affairs are being 
wound up may be shown in opposite sections of a realization and liquida- 
tion statement, the sections being sometimes designated as “supplementary 
debits” (or charges) and “supplementary credits” respectively, accom- 
panied by a trustee’s cash statement and a balance sheet (or statement of 
assets and liabilities). 

The income and expenses of an insolvent concern in liquidation may be 
shown in opposite sections of a deficiency account (or the net result in 
one or other section), accompanied by a statement of affairs. These are the 
statements prescribed by the laws of Great Britain in the bankruptcy act 
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of 1914, but companies registered under the companies acts, 1908 to 1917, 
cannot be made bankrupt, but must be “wound up.” 

The bankruptcy law of the United States does not provide for a state- 
ment of affairs and deficiency account (the law specifically excludes muni- 
cipal, railroad, insurance and banking corporations from the benefits of its 
provisions), but such statements are frequently prepared from the accounts 
of insolvent concerns whether bankrupt or not, in addition to, or in lieu of, 
the forms prescribed by the bankruptcy law. 

The operations of insolvent concerns whose affairs are in the hands of 
trustees or receivers may be continued on a normal or restricted scale by 
permission of creditors or by direction of the court. In either of these 
events, the titles of the various financial statements, including the statement 
of current operations (profit and loss; income; etc.), do not differ from 
those prepared from the accounts of solvent going concerns, except that 
the word “trustee’s’’ or “‘receiver’s” may be, and preferably is, prefixed to 
each title, though public utility accounting classifications do not provide 
for such contingencies. 

Communications may be addressed to any one of the undersigned. 


Epwarp H. MoerAn, chairman, 

120 Broadway, New York. 
WALTER MUCKLow, 

420 Hill building, Jacksonville, Florida. 
J. Hucu Jackson, 

56 Pine street, New York. 





George T. Rosson, W. K. Smith and V. R. Pritchard announce the 
dissolution of the firm of Rosson, Smith & Pritchard, Mobile, Alabama. 





George T. Rosson and Walter K. Smith announce the formation of a 
partnership under the firm name of Rosson & Smith with offices at 317 
and 319 City Bank building, Mobile, Alabama. 





William C. Etgen and Harold S. Meinhardt announce the formation 
of a partnership under the firm name of Etgen & Meinhardt with offices 
at 305 Broadway, New York. 





Roy V. Harrington and H. Nichols announce the formation of a part- 
nership under the firm name of Harrington & Nichols, with offices at 110 
West 40th street, New York. 





Henry Varay and Otto F. Taylor announce the formation of a part- 
nership under the firm name of Taylor & Varay with offices at 50 Broad 
street, New York. 
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Correspondence 


Valuation of Goodwill 
Editor, The Journal of Accountancy: 


Srir: In the October, 1921, issue of THe JourNAL or ACCOUNTANCY, 
the author of Valuation of Goodwill says on page 263: 


“In valuing the goodwill of Tiffany & Co. the court approved a multiple 

of ten years’ purchase (Matter of Moore, 97 New York, 238). This case 

was decided as recently as 1916 and represents probably the maximum 
valuation which has been approved by the courts.” 

The citation, 97 N. Y., 238, indicates a case in the 97th volume of the 
New York court of appeals reports, the present number of which is 234. 
If the citation is correct, it is obvious that the case is not so recent as 
1916; if incorrect, readers interested in the legal opinion may experience 
some difficulty in finding it. As a matter of fact, the citation should have 
read 97 Miscellaneous (N. Y.), 238, a set of volumes containing reports 
of cases tried in courts of record of New York other than the court of 
appeals and the appellate division. The case in question was tried in the 
surrogate’s court of New York county before Surrogate Fowler, who wrote 
at page 240: 

“Tf six years’ purchase of the average annual net profits was con- 

sidered not an unreasonable value of the goodwill in a case where the 

question of goodwill related to the name under which a number of 

candy stores are conducted (Von Au v. Magenheimer, 126 A. D., 257), 

it would seem that the goodwill of a company having the prominence, 

the permanency and the established reputation of Tiffany & Co. should 
be worth at least ten years’ purchase of the annual net profits.” 

Within the month Surrogate Schulz of Bronx county wrote an inter- 
esting opinion in regard to the estate of James A. Bolton, copy of which, 
clipped from the New York Law Journal, is enclosed. 

In closing, I would call to your attention a comment made by Cuthbert 
W. Pound, judge of the court of appeals of New York, in an address 
which is printed in Cornell Law Quarterly, February, 1923: 

“Instruction in business administration, corporate finance, accounting 

and kindred subjects is almost as essential in connection with a law- 

school course as are the moot trials and practice courts.” 
Yours very truly, 


New York, June 19, 1923. W. B. WIEGAND. 


[ENCLOSURE] 
SURROGATES COURT—(BRONX COUNTY )—CHAMBERS 
By Scuutz, S. 

Estate of James A. Bolton—The executors of the decedent’s last will 
appeal from the order fixing the amount of tax upon the transfer of his 
property pursuant to the terms thereof. They contend that the appraiser 
erroneously failed to deduct the value of the widow’s dower before making 
such appraisal. The decedent made certain provisions for his wife, and 
with respect to them stated that they “are made and are to be accepted by 
her in lieu of dower in my estate.” Upon the argument it was agreed that 
for the purpose of this appeal it might be assumed that the widow has 
accepted the provisions thus made instead of insisting upon her dower. The 
appraiser was correct in not making an allowance for the widow’s dower 
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under these circumstances (Matter of Gould, 156 A. D., 423; Matter of 
Reimann, 42 Misc., 648; In re Barbey's Estate, 114 N. Y. S., 725; Matter 
of Stuyvesant, 72 Misc., 295; Matter of Taylor, N. Y. L. J., May 26, 1923). 
The second ground of appeal is that the appraiser’s valuation of 200 shares 
of the stock of a corporation which had been owned by the decedent is 
excessive. The stock was not listed, no sales appear to have been made, 
and the appraiser in fixing its value attempted to follow the method now 
generally adopted and sanctioned by the authorities when dealing with stock 
of this kind. This consists of adding to the value of the net assets of the 
corporation the value of the goodwill of its business and dividing the result 
by the number of shares of stock into which the capital is divided (Matter 
of Jones, 172 N. Y., 575; Matter of Rees, 08 N. Y., 590, affirming order of 
surrogate without opinion). In arriving at the value of the assets he has 
added the sum of $408,728.77 surplus. This amount, however, had already 
been included in the calculation of assets and hence has been appraised 
twice. In ascertaining the value of the goodwill the approved method is 
to obtain the average yearly net profit extending over a period of years 
after deducting interest at 6 per cent. on the amount of capital invested 
each year (Matter of Seaich, 170 A. D., 686, aff'd 219 N. Y., 634; Matter 
of Ball, 161 A. D., 79; Matter of Silkman, 121 A. D., 202, aff'd 190 N. Y., 
560; Von Au v. Magenheimer, 115 A. D., 84, 126 A. D., 257, aff'd 196 
N. Y., 510), and then to take a number of years’ purchase of the balance. 
There is no hard and fast rule as to the number of years of which an 
average shall be obtained, nor as to the number of years’ purchase that 
shall be taken (see cases cited in Matter of McMullen, 92 Misc., 637). 
In each instance the particular circumstances must be considered. In the 
present matter the appraiser has taken the average net profits for the 
years 1915 to 1921, inclusive, deducted 6 per cent. interest on what he 
claims is capital invested and taken a three-year purchase of the balance 
then remaining, and thus reached his valuation of the goodwill. During 
the years 1916 to 1919, inclusive, the profits of the corporation were 
extraordinarily large due to the world war. Thus the average profits for 
the five years 1910-1914, inclusive, were $35,674.68, while the average 
profits for the next five years, 1915-1919, exclusive, were $149,210.66. In 
the affidavit of the president of the corporation the reason for these large 
profits is stated, and his explanation is not in any way controverted or 
impeached. To base the appraisal of the goodwill upon an average for 
a period of seven years where four of the seven years have been so 
unprecedentedly profitable does not appear to me to result in a fair 
valuation, which is the end sought to be attained (Matter of Ball, supra). 
A more equitable result would be obtained if the profits for the years 
1910 to 1921, inclusive, were taken as a basis for the average per annum 
profit and a three years’ purchase of that result obtained, and the appraiser 
is directed to so proceed. It also appears that the appraiser has deducted 
interest on only two items of capital. Interest on the whole capital which 
is invested in each of the years of which the average is taken should be 
deducted from the profits of that year. The decedent in his will nomi- 
nated two executors and gave a legacy to each, providing, however, that 
such legacies were in lieu of the commissions of such executors. It is 
correctly urged by the appellants that the appraiser erred in failing to 
allow any deduction for executors’ commissions. The statute provides that 
“the excess in value of the property so bequeathed * * * above the 
amount of commissions * * * prescribed by law in similar cases shall 
be taxable,” and allowance should therefore have been made (Tax L., 
1909, chap. 62; Cons. L., chap. 60, sec. 226; Matter of Silliman, 79 A. D., 
98, aff'd 175 N. Y., 513). I am also of the opinion that the appraiser 
should have deducted the widow’s exemption of $150, as contended for by 
the appellants, before fixing the value of the estate for purposes of 
taxation (Matter of Libolt, 102 A. D., 29). For the reasons stated the 
order is reversed and the matter remitted to the appraiser to proceed as 
indicated. 
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Book Reviews 


ESSENTIALS OF ECONOMICS, by Frep Rocers FarrcHILD. American 
Book Co., New York. 543 pages. 


This book is intended primarily for high-school students, but it gives 
a summary of the fundamentals of economics which can be read to advan- 
tage by adults who have not had systematic training in the subject. For 
such readers it not only states the generally accepted principles of the 
science without involving them in the finer-spun theories, but it also gives 
the scientific slant on ideas and terms, such as wealth, capital, value and 
the like, which are used loosely and colloquially by everyone in daily con- 
versation. The author disclaims any intention to advance propaganda. He 
endeavors merely to present facts and to account for them, and he properly 
insists that economics is not ethics. The book is scholarly in that it 
stresses principles and does not simply marshal data in encyclopedic array. 

There are eight parts which deal respectively with fundamental terms 
and ideas; production; demand, supply, price and value; money and bank- 
ing; trade and transportation; risk; government; distribution. An excel- 
lent index requires thirteen double-column pages. At the end of each 
chapter are exercises for class-room use and references to other books 
for further study. Throughout there are many simple explanations which 
can not fail to clarify matters on which popular misconception is common. 
For instance, the author’s explanation of stock-watering is particularly 
lucid. His last chapter is given over to propositions for changing the 
economic system. He seems fair in stating the salient points of each 
proposed change and soundly conservative in pointing out the probable 
dangers of each one. He is fortunate in writing recently enough to 
review the railroad situation under government control during the world 
war. 

As might be expected from the fact that the book is elementary, little 
attention is given to the evolution of economic society or to the economic 
development of the United States. For the same reason, presumably, the 
chapters on distribution are placed at the end and certain chapters not 
commonly found in economic texts are added. One of these deals with 
graphic presentations. 

It is about another of these somewhat novel features that accountants 
will find ground for disagreement with the author. When he leaves the 
field of economics and enters that of accounting, the author loses some of 
his surefootedness. While it is an excellent idea to acquaint students with 
the forms of financial statements, it does not seem wise to teach them 
that appreciation in value of fixed assets constitutes an earning to be 
credited to surplus available for distribution. The author fails to per- 
sonify the business of a sole proprietor, with the result that there is a 
confusion between net income and savings which is unfortunate in view 
of our income taxation. His accounting definitions and his use of the 
word “balance” are not in accordance with the best practice. 
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Other points on which one might disagree lie in the field of economics. 
For example, in the discussion of business cycles he overstresses the 
influence of crops, although he makes no mention of Jevons and the sun 
spots. In explaining bank discounts, he fails to point out the usual 
requirement that a portion be left on deposit, under which the nominal 
interest cost is greatly increased. Savings banks are described as invariably 
paying interest, whereas in most if not all cases dividends are declared. 
Capital stock without par value is not mentioned. 

On the whole the book is an excellent one. Its treatment of such 
topics as speculation and international trade makes it readable for adults 
and as an elementary text it should give definite direction to students’ 
thought and provide inspiration for further study. 

Harotp DuDLEY GREELEY. 





WAREHOUSING GENERAL MERCHANDISE. American Ware- 
housemen’s Association, Pittsburgh, Pennsylvania. 415 pages. 


As a result of consideration of the subject of equitable rate bases, 
the American Warehousemen’s Association appointed a committee, known 
as the central bureau committee, which has now published an encyclopedia 
containing important information relative to individual commodities and 
their storage and handling classifications for rate-making purposes. The 
book will doubtless be of great value to those for whom it is compiled. 
The rates mentioned are not intended to do more than indicate what must 
be charged in order that a given return on investment may result. The 
data contained in the book are the result of experiences of warehousemen 


throughout the country. 
W. H. Lawton. 


BS Sl a A RC 
Clarence L. Ebbels 


Clarence L. Ebbels, member of the American Institute of Accountants, 
died at ‘Summit, New Jersey, August 4, 1923. Mr. Ebbels, a native of 
Canada, received his certificate as certified public accountant from New 
York and had been many years engaged in public practice in that state. 

Seer a 


American Institute of Accountants—Massachusetts Chapter 

The following have been elected officers of the Massachusetts chapter 
of the American Institute of Accountants: President, Hollis H. Sawyer; 
vice-president, Stanley G. H. Fitch; secretary, Frederick Bond Cherring- 
ton; treasurer, Arthur Taft Chase. The above officers and J. Edward 
Masters constitute the board of directors. 





Nevada State Board of Accountancy 
At a meeting of the Nevada state board of accountancy the following 
were elected officers: D. J. Sullivan, president; C. F. De Armond, vice- 
president and E. S. La Tourrette, secretary. 


234 











Current Literature 


Compiled in the Library of the American Institute of Accountants 


[Photostatic reproductions (white printing on a black background) of 
most of the articles listed in THE JouRNAL oF ACCOUNTANCY or Account- 
ants’ Index may be obtained from the library of the American Institute 
of Accountants, 135 Cedar Street, New York, at a rate of 25 cents a page 
(8% in. x 11 in.) at 35 cents a page (11% in. x 14 in.) plus postage. 
Members and Associates of the American Institute of Accountants are 
entitled to a discount of 20 per cent. Identify the article by author, title, 
name of periodical in which it appeared, date of publication and paging. 
Payment must accompany all orders.] 


ACCOUNTANCY 
Law 

New Board of Accountancy is Appointed by Governor; Hold Initial Meet- 
ing Soon, Belief. HonoLuLu ApveERTISER, June 12, 1923. 

New York (state). Senate. Act to Amend the General Business Law in 
Relation to Public Accountants, April 4, 1923. 6 p. 

Philippine Islands. Act Regulating the Practice of Public Accounting; 
Creating a Board of Accountancy; Providing for Examination for the 
Granting of Certificates and the Registration of Certified Public 
Accountants; for the Suspension or Revocation of Certificates and for 
Other Purposes. 1923. 

ACCOUNTANT’S OFFICE 
Cost Accounting 

De Zouche, R. C., and K. H. Mackenzie. Accountants’ Costs and Time 

Records. London, Gee & Company, 1923. 
ACCOUNTING 

Barton, Albert E. Australasian Advanced Accountancy; an Exposition 
from an Australasian Standpoint of the Theory and Practice of 
Accountancy, Together with the Law Affecting Accounts. Ed. 7, 
Revised and Enlarged. Sydney, Cole’s Book Arcade, 1922. 548 p. 

Cragg, T. J. Connection between Costs and Financial Accounts. Cost 
ACCOUNTANT, July, 1923, p. 44-6. 

Ewing, F. Connection between Costs and Financial Accounts. Cost 
AccCOUNTANT, July, 1923, p. 42-4. 

Harle, P. Accountancy Professional. Christ Church, N. Z., Andrews, 
Baty & Co., 1922. 286 p. 

Haworth, Thomas. Management Control and the Accounting Function. 
BusINESS ORGANISATION AND MANAGEMENT, June, 1923, p. 179-80. 
Purnell, Henry G. Accountancy Simplified and Your Financial Position 

Seen at a Glance. London, Gee & Co., 1923. 62 p. 

Watterson, R. Connection between Costs and Financial Accounts. Cost 

AccouNTANT, July, 1923, p. 46-9. 
AGRICULTURE 
Accounting 

Benedict, M. R., and H. D. McCullough. Farm Record Keeping and the 
Application of Business Principles of Farming. South Dakota State 
College, August, 1922. 22 p. (Extension circular No. 39.) 

Hauter, L. H. Easy Way of Keeping Farm Accounts. New Mexico 
College of Agriculture and Mechanic Arts, 1922. 8 p. (Extension 


circular 73.) 
AUDITING AND AUDITORS 

Certificates as to Stocktaking. AccouNTANTS’ JourNAL (New Zealand), 
June, 1923, p. 397. 

Cotton, George M. Auditors and Their Methods. Business ORGANISATION 
AND MANAGEMENT, June, 1923, p. 186-8. ; 

Grainger, Wilfred H. Obligations and Liabilities of Auditors. INDIAN 
Accountant, April, 1923, p. 165-70. 

Leyshon, Richard. Jmportance of the Auditor. AccouNnTANT, July 21, 
1923. p. 83. 

235 











The Journal of Accountancy 








AUTOMOBILES 
Cost Accounting 
Oregon. Public Service Commission. Uniform System of Accounts for 
Automotive Transportation Companies (Class A only); Effective 
July 1, 1923. Salem, 1923. 31 p. 
Petty, Ben. H. Truck Operating Costs: pt. 2. ENGINEERING AND CON- 
TRACTING, July 4, 1923, p. 33-43. 
BAKERIES 
Costs 
Examples of Bakery Costs and Profits in 1922. BAKING TECHNOLOGY, 


July, 1923, p. 204. 
BALANCE-SHEETS 
Carter, P. H. How to Read a PBalance-sheet. AccoUNTANT, July 14, 1923, 


p. 53-6. 
BANKS AND BANKING 
Costs 
Sanders, Frank K. Operating Expenses in Banks and Trust Companies. 
HarvarD BuSINEsSs REVIEW, July, 1923, p. 475-82. 


BOOKKEEPING 
Millar, T. J. Philosophy of Bookkeeping. InpIAN AccouNTANT, April, 
1923, p. 170-4. 
BRICKMAKING 


Cost Accounting 
Pugh, J. A. What Does a Brick Cost? Brick AND CLay Recorp, July 24, 


1923, p. 107-8. 
BUDGETS 
Business 
Bucklin, Walter S. Office-expense Budgeting That Saved 33%. SystEM, 
July, 1923 p. 43-5. 
BUILDING AND LOAN ASSOCIATIONS 
Accounting 
Scott, George G. System of Accounts and Reports for Building and Loan 
Associations; Address before North Carolina Building and Loan 
League, Twentieth Annual Meeting, Albemarle, N. C., June 19, 20, 21, 


1923. 24 p. 
BUILDING MANAGEMENT 
Accounting 
National Association of Building Owners and Managers. Classification of 

Accounts and Standard Form of Statement of the National Association 
of Building Owners and Managers, Being a Revised Edition of the 
Preliminary Report of the Committee on Accounting and Exchange. 
Edison Building, Chicago, National Association of Building Owners 
and Managers, c 1922. 36 p. 

CANALS 


Accounting 
Panama Canal. Classification of Accounts, No. 4, Effective April 1, 1922. 
Panama Canal Press, Mount Hope, C. Z. 1922. 45 p. 
CASKETS 
Casket Manufacturers’ Association of America. Management and Bud- 
geting. Cincinnati, Ohio, 1922. 18 p. 
Accounting 
Casket Manufacturers’ Association of America. Management and Com- 
modity Profit and Loss Figures. Cincinnati, Ohio, 1922. 13 p. 
CHECKING 
Stewart, Robert. Audit-checking for Junior Clerks: pt. 3. ACCOUNTANTS’ 
JouRNAL, July, 1923, p. 142-6. 
CONSOLIDATIONS 
Accounting 
Some of the Questions. HasKINs AND SeLts BuLietin, August, 1923, 


p. 58-60. 
236 





Current Literature 











ee 





COST AND FACTORY ACCOUNTING 

Cathels, A. Costing. ACCOUNTANT, July 28, 1923, p. 133-9. 

Cathles, A. Devising a Costing System. CANADIAN CHARTERED ACCOUNT- 
ANT, July, 1923, p. 19-35. 

Cole, William Morse. Problem in Joint Costs. HArvarp Business REVIEW, 
July, 1923, p. 428-37. 

Function of Trade Association in Cost Accounting. Coat Review, July 25, 
1923, p. 9-10. 

Howard, Thomas W. Js Our Investment in Cost Accounting Profitable? 
Factory, August, 1923, p. 172-4, 216. 

Scott-Maxwell, J. M. Costing and Price-fixing. London, Sir Isaac Pitman 
& Sons, 1923. 211 p. 

Workman, E. W. Costing Organisation for Engineers; with Foreword by 
A. P.M. Fleming. London, Sir Isaac Pitman & Sons, 1923. 82 p. 
CYCLES 
Coonley, Howard. Control of an Industry in the Business Cycle. HARVARD 

Business Review, July, 1923, p. 385-97. 
DENTISTS 
Accounting 
Account-keeping for a Dentist. AUSTRALASIAN ACCOUNTANT AND SECRETARY, 
June, 1923, p. 166-7. 
DEPRECIATION, DEPLETION AND OBSOLESCENCE 
Olson, Lyle H. Obsolescence, Its Analysis as an Influence on Value. 
AMERICAN APPRAISAL NEws, July, 1923, p. 165-7. 
Machinery 
Depreciation and Appraisal Values of Machines. CANADIAN MACHINERY 
AND MANUFACTURERS’ NEws, July 26, 1923, p. 16-7. 
Depreciation of Machines. CANADIAN MACHINERY AND MANUFACTURERS’ 
News, July 12, 1923, p. 13. 
DIVIDENDS 
Matherly, Walter J. Proposed Taxation of Stock Dividends. JourRNAL 
oF AccoUNTANCY, August, 1923, p. 97-103. 
ELECTRIC AND STREET RAILROADS 
Valuation 
Various Valuation Points Considered. EvLectric RAILWAY JoURNAL, July 7, 
1923, p. 16-8. 
ELECTRIC LIGHT AND POWER COMPANIES 
Accounting 
Herbert, Fred W. Development of the Uniform Classification of Accounts; 
to be Presented at the 46th Convention of the National Electric Light 
Association, Commodore Hotel, New York City, June 4 to 8, 1923. 8 p. 
National Electric Light Association. Proceedings, 1921. 


Contents: Reports of Various Committees; Accounting for Coal by H. M. 
Edwards; Final Bill Collections by David Darlington. 


National Electric Light Association. Proceedings, 1922. 
Contents: Reports of Various Committees; Commissioners’ Uniform Classi- 
fication of Accounts by George C. Mathews; Budget Procedure in Manage- 
ment Control by Louis F. Musil. 


EXECUTORS AND TRUSTEES 
New York (state). Senate. Act to Amend the Surrogate’s Court Act, in 
Relation to Commissions of Executors, Administrators, Guardian or 
Testamentary Trustee. March 12, 1923. 4 p. 
EXPENSES 
Lunt, H. Julius. Controlling Expenses Charges. ACCOUNTANT, July 7, 


1928, p. 13-9. 
EXPORT TRADE 
Accounting 
Lickel, Henry H. Conditions Peculiar to the Import Business. Pace 
STUDENT, July, 1923, p. 118-9, 121, 123. 


237 








The Journal of Accountancy 








FOUNDRIES 
Cost Accounting 
Everitt, F. C., and Johnson Heywood. Accounting for Foundry Overhead 
Expense. Iron Ace, July 12, 19, 1923, p. 67-70, 147-50. 
GAS 
Accounting 
American Gas Association. Fourth Annual Convention. 5v. New York, 
American Gas Association. 


Contents: Consumers’ Accounting; Importance of Accounting in Rate 
Cases by A. W. Teele; How Far Are We Justified in Applying the Cost of 
Service Principle in the Gas Industry? by Carl D. Jackson; Continuous 
Inventory of Fixed Capital by H. C. Davidson; Gas Bill form—Comments 
and Suggestions by W. A. Sauer; Uniform Classification of Accounts in 
Relation to State Commission Requirements by George C. Mathews; Con- 
sumers’ Accounting in the Smaller Utility by W. G. Murfit; Tabulation 
of Questionnaire Returns on Consumers’ Accounting Systems; Critical 
Analysis of Typical Bookkeeping System by Karl Jorgensen; Description 
of Plan of Customers’ Accounting in Use by the Consolidated Gas, Electric 
Light and Power Company of Baltimore by W. H. Cassell; System of 
Keeping Customers’ Record by Consolidated Gas Company, N. Y. » ae. F. 
Prezzano; Loose Leaf Ledger System of the Peoples Gas Light and Coke 
Company of Chicago by P. D. Warren. 


GROCERY TRADE 
Costs 
Harvard University. Graduate School of Business Administration. Bureau 
of Business Research. Operating Expenses in Retail Grocery Stores 
in 1922. Cambridge, Harvard University Press, 1923. 75 p. 
HOTELS 
Accounting 
Jordan, Alan N. New and Novel Bookkeeping Idea. Hotet MonruHLy, 
March, 1923, p. 46-7. 
Stockkeeping 
Dutton, Samuel F. Simple System of Storeroom Accounting. Hote 
MonrTHLY, January, 1923, p. 55-7. 
INVESTIGATIONS 
Linahan, J. Investigations. ACCOUNTANTS’ JOURNAL, July, 1923, p. 399-402. 
KNIT GOODS 
Cost Accounting 
Gordon, Stephen R. Cost Finding in Knitting Mills: cont. TeExT1Le Wor 1p, 
July 21, 1923, p. 365-9. 
Stores Systems 
Shive, Edward H. Perpetual Yarn Inventory for Knitters. Corton, 
January, 1923, p. 247-57. 
LAUNDRIES 
Cost Accounting 
Cook, Galen B. Standardizes Production and Costs. StTaRcHROOM LAUNDRY 
JourNAL, July 15, 1923, p. 113-4. 
McRae, William. Cost of Production and Operation. STtarcHRooM LAUN- 
DRY JoURNAL, July 15, 1923, p. 132-4. 
LEASEHOLDS 
Lyde, H. W. Rights and Duties of Trustees, Executors and Liquidators 
as Regards Leasehold Properties. AccoUNTANT, July 21, 1923, p. 93-7. 
Wolfenden, E. S. Valuation of Leaseholds. Pustic Accountant, July 30, 


1923, p. 374-7. 
LEDGER 
Bray, W. Reginald. Ledger Accounts at a Glance. ACCOUNTANTS’ JOURNAL, 
July, 1923, p. 189-90. 
LIVESTOCK SHIPPING ASSOCIATIONS 
Accounting 
Robotka, Frank. Accounting Records for Livestock Shipping Associations. 
Ames, Agricultural Experiment Station, Iowa State College of Agri- 
culture and Mechanic Arts, 1922. 200 p. (Bulletin No. 209.) 


238 











Current Literature 








MACHINE SHOPS 
Cost Accounting 
Prosnitz, Ludwig B. Cost Accounting in the Jobbing Shops. Reprinted 
from MACHINERY, June, 1923. 4 p. 
MEAT TRADE 
Accounting 
Greer, Howard C. Bookkeeping Records for Retail Meat Dealers; by 
Howard C. Greer, Representing University School of Commerce, 
Bureau of Business Research, U. S. Department of Agriculture, Bureau 
of Agricultural Economics, Co-operating. Washington, D. C., 1922. 


38 p. + forms. 
MUNICIPAL 
Accounting 
Burton, J. H. Local Authority Finance, Accounts and Auditing. London, 
Gee & Co., 1923. 369 p. 
Collins, Arthur. Redemption of Loans (Including Its Relation to Depre- 
ciation Fund). ACCOUNTANT, July 28, 1923, p. 143-9. 
Auditing 
Hart, Thomas. Audit of the Accounts of a Scottish Burgh. AccouNTANTS’ 
MaGazZINE, July, 1923, p. 428-83. 
McCall, J. H. Municipal Audits: cont. AccouNTANTs’ JouRNAL, July, 


1923, p. 129-32 
MUSIC TRADE 
Accounting 
Music Industries Chamber of Commerce. Accounting for Retail Music 
Stores. 105 W. 40th street, New York, Music Industries Chamber of 
Commerce, 1923. 45 p. 
OILS 


Tucker, James I. Oil Valuation and Taxation; the Federal Income Tax 
And Its Appraisal Methods Applied to the Oil Industry. Houston, Guli 
Publishing Co., c1923. 332 p. 

PAYROLLS 

Crooker, Orin. Cutting Pay-roll Making Expense in Half. Factory, 
August, 1923, p. 177. 

Shive, Edward H. Payroll System for the Underwear Mill. Cotton, May, 


1922, p. 531-7. 
PROFESSIONAL ETHICS 

French, Herbert F. Professional Ethics. JouRNAL oF ACCOUNTANCY, 
August, 1923, p. 81-96. 

Quoting for Audits; from the Mercantile Gazette of New Zealand. Pustic 
AccCOUNTANT, June 30, 1923, p. 386-7. 

PUBLIC UTILITIES 
Valuation 

Brabant, Edmund J. Valuation of Public Utilities for Taxation; Pre- 
sented before the Wisconsin Gas Association and the Wisconsin Elec- 
trical Association, Milwaukee, Wis., March 23, 1922. 19 p. 

RAILROADS 
Accounting 

A. B. & A. Introduces Tabulating Machine Checks. Ramway Ace, July 
14, 1923, p. 76-7. 

Cunningham, William J. Accounting and Statistical Requirements of the 
Interstate Commerce Commission. Washington, Railway Accounting 
Officers’ Association. 

Railway Accounting Officers’ Association. Railway Accounting Procedure. 
1923 ed. Washington, Railway Accounting Officers’ Association. 505 p. 

Cost Accounting 

Richardson, Lawrence. Practical Plan for Analyzing Account No. 314. 

RaILway Review, July 28, 1923, p. 133-5. 
Valuation 
Wendt, Edwin F. Federal Valuation. Ratmway Aceg, July 28, 1923, 


p. 153-4, 
239 





The Journal of Accountancy 








RESTAURANTS, CAFES, ETC. 
Costs 
Horwath & Horwath. Restawrant Operating Costs. AMERICAN RESTAU- 
RANT, August, 1923, p. 36-7. 
ROADS AND HIGHWAYS 
Cost Accounting 
Miles, E. L. Road Accounting in Victoria County, Ontario. Canada. 
AMERICAN Ciry, July, 1923, p. 13-7. 
RUBBER 
Accounting 
Rubber Shareholders’ Association. Siandardised Accounts for Rubber 
Planting Companies; a Suggestion by the Committee. 9, Drapers 
Gardens, London, E. C. 2. March, 1923. 3 p. 
SHOE TRADE 
Accounting 
Whitfield, F. W. Book-keeping for Bootmakers, Retailers and Repairers. 
London, Sir Isaac Pitman & Sons, 1921. 87 p. 
Costs 
Harvard University. Graduate School of Business Administration. Bureau 
of Business Research. Operating Expenses in Retail Shoe Stores in 
1922. Cambridge, Harvard University Press, 1923. 61 p. 
STORES SYSTEMS AND STOCK RECORDS 
Scribner, C. F. Keeping up Production Volume with 31% Less Stock on 
Hand. Factory, July, 1923, p. 40-2. 
Shellard, R. Charles. Stores. Cost AccouNTANT, July, 1923, p. 55-72. 
TENTS AND AWNINGS 
National Tent and Awning Manufacturers’ Association. Annual Conven- 
tion, 1922. 439-41 Endicott Building, Saint Paul, Minn. 107 p. 
Contents: Report of the National Cost Laboratory by Caire I. Weikert; 
Address by Claire I. Weikert; Application of Cost—Awnings by Frank 
Fische; Address by Herbert Scantelbury. 
TEXTILES 
Guild of Calico Printers’, Bleachers’, Dyers’ and Finishers’ Foremen. 
Lectures, 1922. St. James Building, Oxford Street, Manchester, 1922. 


Contents: Costing, from a Foreman’s Point of View by S. L. Gill; Factory 
Costs by William E. Moodie. 


TRIAL BALANCE 
Farley, F. J. Cycle Trial Balancing. Nationat Exvectric Licgut Assocta- 
TION BULLETIN, July, 1923, p. 440-1. 
UNITED STATES 
Valuation 
Hall, H. B. Appraisal of Industrial Properties. AMERICAN APPRAISAL 
News, July, 1923, p. 169-72. 
Estimates for Tomorrow Cannot Ignore Prices of Today. United States 
Supreme Court. AMERICAN APPRAISAL News, July, 1922, p. 168. 
WAGES, FEES, ETC. 
Stock Distributing 
Rhodes, Julius E. Selling Securities to Employees. JouRNAL oF ACCOUNT- 
ancy, August, 1923, p. 104-11. 
WAREHOUSES 
Fohlin, Walter B. Practical Application of Two Major Office Records in 
Warehouse Use. DistRIBUTION AND WAREHOUSING, March, 1923, p. 14-6. 
Cost Accounting 
American Warehousemen’s Association. Warehousing General Merchan- 
dise; an Encyclopedia. Pittsburgh, American Warehousemen’s Asso- 
ciation, 1923. 415 p. 
WORKING PAPERS 
Taylor, P. Miles. Audit Working Papers. AccOUNTING, COMMERCE AND 
InsuRANCE., April 30, 1923, p. 6-8. 


240 





